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DMP, 

Planning & Developn 

MAJOR AMENDMENT APPLICATION 
Department 

STIPULATION(S) 
APPLICATION MUST BE COMPLETED IN FULL 

DMP (2006-012) Modification of Stipulation 

Current Land Use: Vacant Land / Rural R43 
Proposed Land Use: Resid ential. Comm ercial. Mixed Use 
Supervisor District: 

Township: 2 North 
Assessor's Parcel Number/% See belo W 

J 

Cases which are not active withln six (6) months will be considered inactive and closed by staff. A letter addressing the inactivity 
will be sent to the owner's authorized agent or property owner with notification of the case to be closed within thirty (30) days. To 
pursue entitlement after the closing of the case, a new application and associated fees will need to be filed. 

APNS: 506-36-029A 
506-45-017,022A, 032J, 032L, 032N, 032P, and 032R 

-.I 2013 
501 North 44th St, Suite 200 Phoenix AZ 85008 (602) 506-3301 (602) 506-371 1 fax 

DMP Application >Internet: www.maricopa.gov/planning< 11/01/2010 



May 1,2006 

LEGAL DESCRIPTION FOR 
SILVER WATER RANCH 

PARCEL NO. 1: 

The West Half of Section 21, Township 2 North, Range 6 West of the Gila and Salt River 
Meridian, Maricopa County, Arizona; 

EXCEPT the East 200 acres thereof. 

PARCEL NO. 2: 

The Northwest Quarter of Section 28, Township 2 North, Range 6 West of the Gila and Salt River 
Meridian, Maricopa County, Arizona 

PARCEL NO. 3: 

The Northeast Quarter of Section 29, Township 2 North, Range 6 West of the Gila and Salt River 
Meridian, Maricopa County, Arizona; 

EXCEPT that portion of the South Half of the Northeast Quarter of Section 29, Township 2 North, 
Range 6 West of the Gila and Salt River Meridian, Maricopa County, Arizona, which lies within a 
strip of land 308 feet in width, being 154 feet wide on each side of the following described line: 

/- 

BEGZNNTNG at a point on the West line of said Section 29, which point bears South 0 degrees 00 
minutes 38 seconds West, 1476.85 feet fiom the Northwest comer of Said Section 29; 

Thence South 75 degrees 04 minutes 23 seconds East, 5470.76 feet to a pint  on the East line of 
said Section 29, which point bean South 0 degrees 03 minutes 23 seconds West, 243.12 feet fiorn 
the East Quarter Comer of said Section 29, as conveyed to State of Arizona by and through its 
Highway Commission by Warranty Deed recorded in Docket 6586, Page 69. 

PARCEL NO. 4: 

The West Half of the Southwest Quarter of the Northeast Quarter; and 

The West Half of the Southeast Quarter of the Southwest Quarter of the Northeast Quarter; and 

/.-. 
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Legal Description for 
Silver Water Ranch 
May 1,2006 

The West Half of the Noaheast Quarter of the Southwest Quarter of the Northeast Quarter of 
Section 28, Township 2 North, Range 6 West of the Gila and Salt River Meridian, Maricopa 
county, Arizona. 

PARCEL NO. 5 :  

The SQutheast Quarter of the Northeast Quarter; and 

The Southeast Quarter of the Northeast Quarter of the Northeast Quarter of Section 28, Township 2 
North, Range 6 West of the Gila and Salt River Meridian, Marimpa County, Arizona. 

PARCEL NO. 6:  

The Northeast Quarter of the Northeast Quarter of the Northeast Quarter of Section 28, Township 2 
North, Range 6 West of the Gila and Salt River Meridian, Maricopa County, Arizona 

PARCEL N0.7: 

The East Half of the Southeast Quarter of the Southwest Quarter of the Northeast Quarter; and 

The East Half of the Northeast Quarter of the Southwest Quarter of the Northeast Quarter of 
Section 28, Township 2 North, Range 6 West of the Gila and Salt River Meridian, Maricopa 
County, Arizona. 

F-. 
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Development Master Plan 
(Amend me& t i pu la t ion Mod if ica t ion Req ues t ) 

387TH AVENUE AND INDIAN SCHOOL 

DMP2006-012 

Prepared For: 
Sierra Negra LLC 

50 S. Jones Blvd, Suite 101 
Las Vegas, NV 891 07 

Prepared By: 
Withey Morris, PLC 

Phoenix, Az 85016 
2525 E. AZ Biltmore Cir., Suite A-212 



Development Team 
DevelopedLando wnec 
Bryan O’Reilly 
Sierra Negra LLC 
50 S. Jones, Suite 100 
Las Vegas, Nevada 89107 

(702) 880-7994 fax 
bor@snrllc.net 

(702) 812-3332 

Project Manager: 
Rick Jellies 
The Lead Group 
2151 E. Broadway, Suite 203 
Tempe, Arizona 85282 

(480) 557-7772 fax 
riellies@xitvtocitvcre.com 

(480) 557-777 1 

Zoning 8 Entitlement: 
Jason B. Moms 
Withey Morris, PLC 
2525 E. AZ Biltmore Cir. Suite A-212 
Phoenix, Arizona 85016 

(602) 21 2-1 787 fax 
jason@withevmorris.com 

(602) 230-0600 

Traffic Engineer: 
Ken Howell 
Task Engineering Company 
3707 N. 7th St. 
Phoenix, Arizona 85014 

(480) 277-4228 fax 
khowell@taskenq.net 

(602) 277-4224 

Planning, Engineering, & 
Landscaping: 
Steve Kellogg 
Coe & Van Loo Consultants, Inc. 
4550 N. 12th St. 
Phoenix, Arizona 85014 

(602) 279-4665 fax 
skellonq@cvlci.com 

(602) 222-2816 
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I DMP Amendment Request 
Silver Water Ranch, a 529-acre Development Master Plan Community (“DMP”) planned 
for the Tonopah area in western central Maricopa County, was approved by the 
Maricopa County Board of Supervisors on February 28, 2008, subject to Stipulations “a” 
through “jj” (Case No. DMP2006-012). The purpose of this DMP AmendrnentiStipulation 
Modification Application is to request an amendment to stipulation “c.”. Stipulation “c.” 
currently states: 

C.  The initial final plat for the Silver Water Ranch Development Master Plan 
shall be approved by the Board of Supervisors within five (5) years of 
approval of this development master plan. If the initial final plat has not 
been approved within this time frame, this development master plan shall 
be scheduled for public hearing by the Maricopa County Board of 
Supervisors, upon recommendation by the Maricopa County Planning and 
Development Department, for possible revocation of this development 
master plan. If revoked, all zoning and other entitlement changes 
approved that are associated with the Silver Water Ranch Development 
Master Plan shall also be considered for revocation by the Board of 
Supervisors, upon recornmendation of the Commission, to the previous 
entitlements. 

A time extension of sixty (60) months from the date this request is ruled upon by the 
Board of Supervisors, is being requested. The requested stipulation modification is as 
follows: 

c. The initial final plat for the Silver Water Ranch Development Master Plan 
shall be approved by the Board of Supervisors within five (5) years of 
approval of this development master plan modification of stipulation. If 
the initial final plat has not been approved within this time frame, this 
development master plan shall be scheduled for public hearing by the 
Maricopa County Board of Supervisors, upon recommendation by the 
Maricopa County Planning and Development Department, for possible 
revocation of this development master plan. If revoked, all zoning and 
other entitlement changes approved that are associated with the Silver 
Water Ranch Development Master Plan shaN also be considered for 
revocation by the Board of Supervisors, upon recommendation of the 
Commission, to the previous entitlements. 



11. Justification of Request 
This request is justified for several reasons, primarily: (1) because of the continued 
appropriateness of the proposed development, (2) the commitment and competency of 
the development entity, and (3) because the conditions leading to the delay of the 
project (and thus this request) were universal in nature and not caused by negligence 
on behalf of the developer. 

Appropriateness 

Even today, the development remains not only viable, but also appropriate for the future 
development of the Tonopah area. Notwithstanding the economic downturn, the 
appropriateness and beneficial nature of the DMP is just as evident today as it was to 
the Board of Supervisors in 2008. The proposal is still in conformance with the stated 
goals of the 2020 Comprehensive Plan as previously outlined, and is still an appropriate 
use of land for the future of the area. The layout, mix of uses, provisions of open space, 
proposed development standards, and plans for public facilities are all still appropriate. 
Enabling this high-quality planning document to remain in place enables the County to 
prepare in advance for future development. 

Dedication of Developer 

With the drastic downturn in the economy, numerous developers and large property 
owners have gone under and/or been forced to give property back to lending 
institutions. Sierra Negra Ranch LLC however has always contemplated this project 'as 
a long term endeavor and is committed for the long run. 

Over $23 million dollars was committed to the purchase of this project (along with the 
companion project Silver Springs Ranch). Unlike many other speculative entities, this 
was an all cash purchase. Even with the strain of a recession unlike any in our 
lifetimes, Sierra Negra Ranch LLC has managed to, not only maintain this assemblage 
in its entirety, but to make progressive strides towards making this project a reality. 

In addition to the work associated with the DMP, advances in excess of $4 million 
dollars have been paid to Global Water to assist with the purchase of Water Utility of 
Greater Tonopah and as prepaid interest on water, waste water, and re-claimed water 
services for the site. Additionally, the Developer has cooperated with others to obtain a 
change of access from ADOT and the Federal Highway Administration for 395' 
Avenue. 

True, progess has not been made at the pace prefered by either the Developer or the 
County. However, while the timeline for specifics of the development is still dependent 
upon market conditions, Sierra Negra Ranch LLC has proven their absolute longterm 
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commitment and competency to successfully see this project through its fruition. 

Factors Outside the Control of Developer 

The drastic changes in our national, state, and local economies significantly delayed the 
timeline in which a final plat could be approved in anticipation of breaking ground on this 
development. This, of course, was a condition outside of the control of the development 
entity. The approval of this DMP occurred just prior to the “crash”. They were a victim, 
as many of us have been, of this downturn. They have not breached other stipulations 
of the approval and are in fact still agreeable to all of the other stipulations in place. As 
the housing market recovers, we believe it is appropriate for Maricopa County to allow 
for adjustments in time stipulations attached to master planned communities. 

We strongly believe that our application for a time extension is both warranted and 
appropriate and request that our proposed modification to Stipulation “c.” be placed on 
the next available hearing schedule for the Planning and Zoning Commission and Board 
of Supervisors. 



Attachment A 
(Narrative Report Notarized Statement) 



SIERRA H E W  RANCH LLC 

January 14,2013 

Maricopa County 
Planning and Development Department 
501 North 44' Street Suite 200 
Phoenix, AZ 85008 

Re: Authorization I Verification 

I ,  Barry W. Becker, being owner or owner's authoi,..ed agent for the Development Master Plan, 
Development Master Plan Amendment, or stipulation modification recognize and acknowledge that 
this Narrative Report will become a part of the application to which it applies and that the truth of its 
contents will be relied upon by the Maricopa County Planning and Development Department, the 
Maricopa County Planning and Zoning Commission and the Maricopa County Board of Supervisors. 

I certify that all of the information in this Narrative Report is complete and true. If any of the statements 
in the Narrative Report is willfully false or incomplete, I understand that I am subject to punishment 
and that any approvals or permits granted by Maricopa County in reliance upon the truthfulness of the 
above statements may be revoked or rescinded. 

Sierra Negra Ranch LLC, a Nevada limited liability company 
By: SNR Management LLC, a Nevada limited liability 

company, Manager 
By: Becker SNR LLC, a Nevada limited liability 

company-Manager ' 

Owner10wner's authorized agent signature: 

SUBSCRIBED AND SWORN before me this 1s" day of-dYu 1-1 20\3 
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Pfanning & Development ONE 
STeP 
SHOP 

Department 
DMP, MAJOR AMENDMENT APPLICATION and MODlFiCATlON OF 

STlPULATION(S) 
APPLICATION MUST BE COMPLETED IN FULL 

DMP (2006-01 I) Modification of Stipulation 

I (property owner) Barly W. Becker authorize (owner's agent) Withey Morns, PLC 
to file this application on all matters relating to this request with Moricopa County. By signing this form as the property owner I 
hereby agree to abide by any and ali conditions that may be assigned by the Maricopa County Board of Supervisors, Maricopa 
County Planning and Zoning Commission, or Maricopa County Planning and Development Department staff as applicable, as 
part of any approval of this request, including stipulations. development agreements, and/or any other requirement that may 
encumber or otherwise affect the use of mv oroDerfv. 

statements may be revoked o 

Cases which are not active within six (6)  months will be considered Inactive and closed by staff. A IeHer addressing the inactivity 
w/II be sent to the owner's authorized agent or property owner with notification of the case to be closed within thirty (30) days. TO 
pursue entitlement after the closing of the case, a new opplication and associated fees will need to be filed. 

APNs: 50644-009,010,01 lA, 01 lB, 01 lC, and 012A 
506-45-010,011,012,013,014,015.024,025,026,027,030,031, and 033 

! j b i  2 7 ;gp3 P - 7  I 
~ - ~- 

501 North Urn St, Suite 200 1 Phoenix AZ 85008 9 (602) 506-3301 (602) 506-371 I fax 
1 1 /01/2010 DMP Application Blntemet: www,maricopa.gov/ptannlng< 



,-- May 1,2006 

LEGAL DESCRIPTION FOR 
SILVER SPEUNGS RANCH 

PARCEL NO. 1 : 

The West Half of the Northeast Quarter and the North Half of the Southeast Quarter of Section 7, 
Township 1 North, Range 6 West of the Gila and Salt River Meridian, Mdcopa County, Arizona; 

EXCEPT tbat portion of the following described parcel of land lying within a 200 foot strip, being 
100 feet on each side'bf the foIlowing described centerhe: 

BEGINNING at a point North 07 degrees 7 minutes 30 seconds East, 1223.03 feet from the 
Southeast Corn& of Section 16, Township 1 Noah, Range 6 West of the Gila and Salt River 
Meridian, Maricopa County, Arizona; 

Thence North 56 degrees 07 minutes 30 seconds We& 1783.55 feet to the Point of Curtre of a 0 
degrees 25 minutes curve to the right, having a radius of 22,918.3 feet; 

Thence along the arc of said curve, a distance of 433.33 feet to the Point of Tangent of said curve; 

Thence North 55 degrees 02 minutes 30 seconds West, 9949.29 feet to the Point of Curve of a 4 
degrees 00 minutes curve to the l e4  having a radius of 1432.69 feet; 

/ " 

) 

Thence along the arc of said curve, 417.29 feet to the Point of Tangent of said curve; 

Thence North 71 degrees 44 minutes West, 4963.49 feet to the Point of Curve of a 2 degrees 00 
minutes curve to the right having a radius of 2864.79 feet; 

Thence along the arc of said curve, 489.17 feet to the Point of Tangent of said curve; 

Thence No& 61 degrees 57 minutes West, 211.49 feet to a pbint on the West h e  of Section 7, 
Township 1 North, Range 6 West of the Gila and Salt River Meridian, Maricopa County, Arizona, 
said point being South 0 degrees 16 minutes West, 394.03 feet &om the Northwest corner of said 
Section 7; 

The West Half of the Northeast Quarter of Section 7, Township 1 North, Range 6 West of the Gila 
and Salt River Meridian, Maricopa County, Arizona, as conveyed to MARICOPA COUNTY, a 
political subdivision of the State of Arizona by Quit Claim Deed recorded in Docket 2747, Page 
161. '. 

,. I .  

I 
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LRgal Description for 
Silver Springs Ranch 
May 1,2006 

,--*. 

PARCEL NO. 2: 

All of Section 6, Township 1 North, Range 6 West of the Gila and Salt River Meridian; Maricopa 
County, Arizona 

PARCEL NO. 3: 

The South Half and the Northwest Quarter of Section 31, Township 2 North, Range 6 West of the 
Gila and Salt River Meridian, Maricopa County, Arizona; 

EXCEPT from Lots 1 and 2 and the East Half of the Northwest Quarter thereof', all  minerals as 
reserved unto the United ..I States in the recorded Patent to said land recorded in Docket 2623, Page 
394. 

PARCEL NO. 4: 

All of Section 32, Township 2 North, Range 6 West of the Gila and Salt River Meridian, Maricopa 
county, Arizona; 

EXCEPT a11 minerals as reserved unto the State of Arizona in Book 334 of Deeds, Page 248 (as to 
the Southeast Quarter) and in Book 360 of Deeds, Pages 10 (as to the North Half and the Southwest ,-.. 

f Quart4. 

PARCEL NO. 5 :  

The Southwest Quarter of Section 33, Tomhip 2 North, Range 6 West of the Gila and Salt River 
Meridian, Marimpa County,  zona 

PARCEL NO. 6: 

The Northeast Quarter of Section 3 1, Township 2 North, Range 6 West of the Gila and Salt River 
Meridian, Marimpa County, Arizona. 

NA770001 MAdmin\G-SILVER SPGS RANcH-0501 Oddoc Page 2 of2 



Development Master Plan 
(Amendment/Stipulation Modification Request) 

39STH AVENUE AND MCDOWELL 

DMPZO06-011 

Prepared For: 
Sierra Negra LLC 

50 S. Jones Blvd, Suite 101 
Las Vegas, NV 89107 

Prepared By: 
Withey Morris, PLC 

Phoenix, Az 85016 
2525 E. AZ Biltmore Cir., Suite A-212 



Development Team 
Developer/Landowner: 
Bryan O'Reilly 
Sierra Negra LLC 
50 S. Jones, Suite 100 
Las Vegas, Nevada 89107 

(702) 880-7994 fax 
bor@snrllc.net 

(702) 812-3332 

Project Manager: 
Rick Jellies 
The Lead Group 
2151 E. Broadway, Suite 203 
Tempe, Arizona 85282 

(480) 557-7772 fax 
riellies@citvtocitvcre.com 

(480) 557-7771 

Zoning 8 Entitlement: 
Jason B. Morris 
Withey Morris, PLC 
2525 E. AZ Biltmore Cir. Suite A-212 
Phoenix, Arizona 85016 

(602) 21 2-4787 fax 
jason@,withevmorris.com 

(602) 230-0600 

Traffic Engineer: 
Ken Howell 
Task Engineering Company 
3707 N. 7th St. 
Phoenix, Arizona 8501 4 

(480) 277-4228 fax 
khowell@taskens. net 

(602) 277-4224 

Planning, Engineering, 8 
Landscaping: 
Steve Kellogg 
Coe & Van Loo Consultants, Inc. 
4550 N. 12th St. 
Phoenix, Arizona 85014 

(602) 279-4665 fax 
skelloqs@cvlci.com 

(602) 222-2816 
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Table of Contents 
DMP AMENDMENT (STIPULATION MODIFICATON) NARRATIVE 

SECTION TITLE 

NARRATIVE 
I DMP AMENDMENT REQUEST 
II JUSTIFICATION OF REQUEST 

ATTACHMENTS 
A. NOTARIZED STATEMENT 
B. APPROVED LAND USE EXHIBIT 



I DMP Amendment Request 
Silver Springs Ranch, a 2230-acre Development Master Plan Community (“DMP”) 
planned for the Tonopah area in western central Maricopa County, was approved by the 
Maricopa County Board of Supervisors on February 28, 2008, subject to Stipulations ”a” 
through ‘ijj’’ (Case No. DMP2006-011). The purpose of this DMP AmendmenVStipulation 
Modification Application is to request an amendment to stipulation “d.”. Stipulation “d.” 
currently states: 

d. The initial final plat for the Silver Springs Ranch Development Master Plan 
shall be approved by the Board of Supervisors within five (5) years of 
approval of this development master plan. If the initial final plat has not 
been approved within this time frame, this development master plan shall 
be scheduled for public hearing by the Maricopa County Board of 
Supervisors, upon recommendation by the Maricopa County Planning and 
Development Department, for pdssible revocation of this development 
master plan. If revoked, all zoning and other entitlement changes 
approved that are associated with the Silver Springs Ranch Development 
Master Plan shall also be considered for revocation by the Board of 
Supervisors, upon recornmendation of the Commission, to the previous 
entitlements. 

A time extension of sixty (60) months from the date this request is ruled upon by the 
Board of Supervisors, is being requested. The requested stipulation modification is as 
follows: 

d. The initial final plat for the Silver Springs Ranch Development Master Plan 
shall be approved by the Board of Supervisors within five (5) years of 
approval of this development master plan modification of stipulation. If 
the initial final plat has not been approved within this time frame, this 
development master plan shall be scheduled for public hearing by the 
Maricopa County Board of Supervisors, upon recommendation by the 
Maricopa County Planning and Development Department, for possible 
revocation of this development master plan. If revoked, all zoning and 
other entitlement changes approved that are associated with the Silver 
Springs Ranch Development Master Plan shall also be considered for 
revocation by the Board of Supervisors, upon recommendation of the 
Commission, to the previous entitlements. 



11. Justificlttion of Request 
This request is justified for several reasons, primarily: (1) because of the continued 
appropriateness of the proposed development, (2) the commitment and competency of 
the development entity, and (3) because the conditions leading to the delay of the 
project (and thus this request) were universal in nature and not caused by negligence 
on behalf of the developer. 

Approwiateness 

Even today, the development remains not only viable, but also appropriate for the future 
development of the Tonopah area. Notwithstanding the economic downturn, the 
appropriateness and beneficial nature of the DMP is just as evident today as it was to 
the Board of Supervisors in 2008. The proposal is still in conformance with the stated 
goals of the 2020 Comprehensive Plan as previously outlined, and is still an appropriate 
use of land for the future of the area. The layout, mix of uses, provisions of open space, 
proposed development standards, and plans for public facilities are all still appropriate. 
Enabling this high-quality planning document to remain in place enables the County to 
prepare in advance for future development. 

Dedication of Developer 

With the drastic downturn in the economy, numerous developers and large property 
owners have gone under and/or been forced to give property back to lending 
institutions. Sierra Negra Ranch LLC however has always contemplated this project as 
a long term endeavor and is committed for the long run. 

Over $23 million dollars was committed to the purchase of this project (along with the 
companion project Silver Water Ranch). Unlike many other speculative entities, this 
was an all cash purchase. Even with the strain of a recession unlike any in our 
lifetimes, Sierra Negra Ranch LLC has managed to, not only maintain this assemblage 
in its entirety, but to make progressive strides towards making this project a reality. 

In addition to the work associated with the DMP, advances in excess of $4 million 
dollars have been paid to Global Water to assist with the purchase of Water Utility of 
Greater Tonopah and as prepaid interest on water, waste water, and re-claimed water 
services for the site. Additionally, the Developer has cooperated with others to obtain a 
change of access from ADOT and the Federal Highway Administration for 395* 
Avenue. 

True, progess has not been made at the pace prefered by either the Developer or the 
County. However, while the timeline for specifics of the development is still dependent 
upon market conditions, Sierra Negra Ranch LLC has proven their absolute longterm 



commitment and competency to successfully see this project through its fruition. 

Factors Outside the Control of Developer 

The drastic changes in our national, state, and local economies significantly delayed the 
timeline in which a final plat could be approved in anticipation of breaking ground on this 
development. This, of course, was a condition outside of the control of the development 
entity. The approval of this DMP occurred just prior to the “crash”. They were a victim, 
as many of us have been, of this downturn. They have not breached other stipulations 
of the approval and are in fact still agreeable to all of the other stipulations in place. As 
the housing market recovers, we believe it is appropriate for Maricopa County to allow 
for adjustments in time stipulations attached to master planned communities. 

We strongly believe that our application for a time extension is both warranted and 
appropriate and request that our proposed modification to Stipulation “d.” be placed on 
the next available hearing schedule for the Planning and Zoning Commission and Board 
of Supervisors. 



Attachment A 
(Narrative Report Notarized Statement) 



January 14,2013 

Maricopa County 
Planning and Development Department 
501 North 44‘ Street Suite 200 
Phoenix, A2 85008 

Re: Authorization I Verification 

I ,  Barry W. Becker, being owner or owner’s authorized agent for the Development Master Plan, 
Development Master Plan Amendment, or stipulation modification recognize and acknowledge that 
this Narrative Report will become a part of the application to which it applies and that the truth of its 
contents wlll be relied upon by the Maticopa County Planning and Development Department, the 
Maricopa County Planning and Zoning Commission and the Maricopa County Board of Supervisors. 

I certii that all of the information in this Narrative Report is complete and true. if any of the statements 
in the Narrative Report is willfuily false or incomplete, I understand that I am subject to punishment 
and that any approvals or permits granted by Maricopa County in reliance upon the truthfulness of the 
above statements may be revoked or rescinded. 

Sierra Negra Ranch LLC, a Nevada limited liability company 
By: SNR Management LLC, a Nevada limited liability 

company, Manager 
By: Becker SNR LLC, a Nevada ilmited liability 

Owner/Owner’s authotized agent signature: 

4 
SUBSCRIBED AND SWORN before me this 13 day of s’l(a$U 4xl.EL, 
n 

My Commission Expires: \ d s : 2 f w  



Attachment B 
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John E. DeWulf (006850) 
Timothy J. Sabo (021309) 
Rosbka DeWuIf & Patten PLC 
One Arizona Center 
400 East Van Buren, Suite 800 
Pbpenix, Arizona 8 5004 
602.256.6100 
602.256.6800 (fax) 
dewulf d -law.com 

IN THE SUPEIUOR COURT OF ARIZONA 
Rv AND FOR MARICOPA COUNTY 

GLOBAL WATER RESOURCES, INC., a 
Delaware corporation, 

Moving Party, 

v.  

SIERRA NEGRA RANCH, LLC, a Nevada 
limited liability company; FIRST 
AMERICAN TITLE INSURANCE CO., a 
California Corporation as Trustee under 
Trust 8559; and NEW W0RL.D 
PROPERTIES, INC., an Arizona 
corporation. 

Respondents. 

NO. CV2012- 007284 

ORDER CONFIRMING 
ARBITRATION AWARD 

AND 
JUDGMENT AGAINST 

RESPONDENT SIERRA NEGRA 
RANCH, LLC 

Upon the motion to confirm arbitration award filed by Global Water Resources, Inc. 

(Global) and any objection thereto, and good cause appearing, in accordance with A.R.S. 

$5 12-3005, it is ADJUDGED, ORDERED AND DECREED that: 

I .  The arbitration award entered on April 20,20 12 and attached hereto as 

Exhibit A is confmed. 

http://law.com
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2. Judgment is entered against Respondent Sierra Negra Ranch, LLC and in 

Favor of Global in the principal amount of $1,293,300.66 (CC&N payment) together with 

15% interest per annum fkom May 1,2008 until paid in full. 

3. Judgment is entered against Respondent Sierra Negra Ranch, LLC and in 

tavor of Global in the principal amount of $1,293,300.66 (MAG 208 payment) together 

with 15% interest per annum fkom September 3,2008 until paid in full. 

4. Judgment is entered against Respondent Sierra Negra Ranch, LLC and in 

favor of Global in the principal amount of $21 5,550 (WMC closing fee) together with 15% 

,nterest per annum fiom November 14,201 I until paid in full. 

5 ,  Judgment is entered against Respondent Sierra Negra Ranch, LLC and in 

favor of Global in the principal amount of $89,987.12 (attorneys’ fees, Litigation expenses 

ind costs asawarded by arbitration panel) together with 15% interest per annum from April 

20,2012 until paid in full. 

6 .  Judgment is entered against Respondent Sierra Negra Ranch, LLC and in 

favor of Global in the principal amount of $89,760.72 (AAA filing, case service and 

srbitrator compensation fees) together with 15% interest per annum from April 20,20 12 

until paid in full. 

7. Judgment is entered against Respondent Sierra Negra Ranch, LLC and in 

favor of Global for $ - 0 - in costs in connection with this action under A.R.S. 6 12- 

3025(B) and its agreement with Global, together with 15% interest per annum from the 

date of this judgment until paid in full. 

favor of Global for $ - 0 - 
8. Judgment is entered against Respondent Sierra Negra Ranch, LLC and in 

in reasonable attorneys’ fees and litigation expenses 

.I. 
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n connection with this action under A.R.S. 5 12-3025(C) and its agreement with Global, 

ogether with 15% interest per annum from the date of this judgment until paid in full. 

/ -  

DONE M OPEN COURT this 2 3  ? J  day of W ,2012 

Judge of the Superior Court 
Mark H. Brain 
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BEFORE THlE AMERICAN ARBITRATION ASSOCIATION 

COMMERCIAL ARBIT’RATION TIUBUNAL 

GLOBAL WATER RESOURCES, We., 8 
Delaware corporation, 

Claimant and 
Counter-Respondent, 

Y. 

SflERIt9 NEGIRA. RANCH, LLC, B Nevada 
limited liability company, 

Remondent and 
CoGnter-CI aimant. 

GLOB& WATER RESOURCES, INC.. a 
Delaware corporation, 

Claimant and 
Counter-Respondent, 

v. 
FIR51 AMEFUCAN IIT1[zE INSURANCE 
CO., a California co oration as Trustee 

PROPERTIES, INC., an Arizona corporation, 
under Trust 8559, an ’s NEW WONLD 

Respondent@) aad 
Counter-Claimants. 

Case No. 76 198 Y Of 04 11 JMLE 

AND 

CaseNo. 76 l98Y OlQ5 11 JMLE 

AWARD 

We,, the undersigned arbitrators, having been duly appointed in accordance with the 

Arbitration Agreement entered into by the three paFties listed in the caption above and 

having taken oath to faithfully and f&Iy hear and decide the matters in controversy, and 

having duly heard the proofs o f  the partics and the arguments of theit munsel, and having 

now considered the Global Water Resources, Inc. (“‘Global”) application for attorneys’ 

fees, expert witness fees and arbitration GOS~S (the *Pee Application”) and Siexra Negra 

Ranch, LLC (“SNR”) and New World Propedcs, Inc. (‘?W”’)’s objection and 

opposition to the fee application, now issue OUT decision on the Fee Application, as we11 as 

make our Final Award in these proceedings: 

111701S.l 
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1, The taking of evidence in this Consolidated Arbitration proceding 

concluded on M a d  2,2012, post-hearing bfiefs were filed simultaneously by the parties 

on March 14,2012, and on March 16,2012 the arbitrators heard post-hearing oral 

arguments. Theh&gs were deemed closed on that date in accordance with paragraph 25 

of the Initial Scheduling Order, as modiftxl by Order of the Panel dated March 2,2012. 

The panel having fully considered the evidence presented and reviewed the positions of 

the parties made its Interim or Re-Award Ruling on March 27,2012. 

2. Global, having fiIed its Fee Application on Apd 4,2012 and S N R  and NWP 
having filed their apposition to the Fee Application on April 1 1,2012, and the panel, 

having considered both of those papers filly and fhithllly, is now prepared to and does 

issue its ruling, below, on the Fee Application as a part of issuance of the Final Award. 

3. Global Breach of Contract Claim: Under the two Infrastructure 

Coordidation and Financing Agreements (“ICFAs”) entered into ’by Global with SNR and 

NWP on July lo* and 1 I“, 2006 respectively, installment payments to Global feu due and 

owing to Global by S N R  and NWP prior to the ICFA entered into with 339’ Ave & 1-10 

LLC r33gh Ave.”) on May 20,2008. Those paymats are as follows: . 

@& 

ACC’ approvai ofccgtN $1,293,300.66 
MAG approval of 208 1,293.300.66 

Subtotal 2,586,600.66 

$25 EDU Fee 215.550.00 

TOTAL 2,802.156.00 

I Acronyms used herein include Arizona Corporation Commission (“ACC”), Certificate of 
Convenience and Necessity (TC&N’‘& Mancopa Association of Governments (“MAG“), 
and Equivalent Dwelling Umt (‘ZDU’ 1. 

2 Mo16.1 
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Nwp 
ACC approval of CC&N 562,500.00 
MAG approval of 208 562.500.00 

Subtotal 1,129,600.00 
$25 EDU Fee 93.750.00 

TOTAL 1.218.750.00 

By contract term, if not paid, those above sums wete to bear 15% per annum 

nterest fi-om due date until paid. Only the ACC approval of CC&N has the same due date 

md invoice date. MAG approval and EDU were due but not invoiced until later. Global is 

XltitIed to an arbitration award in tbe above principal sums and for 15% per annum 

nterest on those sums from the invoice date until paid. The invoice dates from which the 

15% per annum interest wilI begin to run are the same for both SNR and NWP. Those 

urvoice dates are as follows: 

ACC approval of CC&N 

MAG approval of 208 

$25 EDU Fee 

May 1,2008 

September 3,2008 

November 14,201 1 

4. Global Bad Faith Claim: Global is not entitled to receive an award onits 

separate claim for breach of the covenant of good faith and fair dealing (bad faith) by SNR 
and NWP. That contractual bad faith claim fails and is dismissed with prejudice. 

5 ,  The Counterclaims asserted in these consolidated proceedings by S N R  and 

NWF and b 8 ~ m ~ e  of its role as trustee, First American Title Company as Tmtee under 

Trust 8559 are for all effects and purposes identical, except for the dollar amourits sought 

by tbe separate developers. Accordingly, the interim disposition or pre-award Rulings set 

forth below and now confirmed apply to each of &e Respondents jointly except as is 

otherwise set forth. The panel deals with the Respondents' Counterclaims seriatim: 

a) Count I: Breach of Contract by Global on October 13,2007 by 

3 2U7Ol6.1 
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violation of Section 15 af ICFAs. SNR and NWP daim Global breached the MFN 
clause by entering into R contract with more favorable terms with the ownex of 

Baltwra Development and Utility. The panel finds and concludes, both on the face 

of the Contracts and on the basis of all of the extrinsic evidence presented, that the 

MFN clause did not include the Bdtena development within its coverage, so that 

. Count I of each counterclaim must fail. Global must receive an award that it was 

not in breach of Article 15 with respect to favorable treatment of the Balten-a 

Development and Utility. This count should be dismissed with prejudice. 

b) Count IX Breach of Contract by Global’s failure to give financial 

assurances. This claim has to do with CfIobal’s viability to timely construct the 

infirasbxcme it had promised to perform. The panel finds and concludes with 
respect to Section 1 and Section 4.1 of the two ICFAs (which sections must be 

construed together along with other relevant provisions) that these two 

counterclaims are premature and must fail at this time. The language in Section I 

(“shall have sufficient financial resowox to construct. . .”) contemplates and looks 

to the undefined future. The evidence was clear that nothing happens with respect 

to 0 e  infrastructure instailation covered by Section 1 and elsewhere until such time 

as SNR and NWP obtain find approval of subdivision plats from the zoning and 

pl-g authorities of Mwicopa County. No Start Work Notice (“SWN”) to 

Global can issue by SNR and NWP directing Global to commence construction of 

the idkastmctute until there are final subdivision plats in existence for the SNR and 
NWP subdivisions, or segments of them decided upon by the developers. The 
evidence was undisputed that it is, in light of the cutrent depressed real estate 

make% impossible to say just when that activity will happen in the funue. Count II 
of each counterclaim must fail as an anticipatory breach of contract claim and 

otherwise because thexe has been no showing by SNR and NW of a positive and 

4 2S27016.1 
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unequivocal manifestation by Global that it will not perform if and when S N R  

and/or NWP issue S W s  for required work for required infrastructure to start and 

be completed in 18 Months for some or all of the subdivisions yet to be approved 

and then platted. Global must receive an award that it is not at this tine and was not 

in breach of Section 1 or‘4.1, or other provision of the ICFAs in this regard. The 
SNR and NWP claims in Count ll are dismissed without prejudice. 

c) Count IfE Breach of Contract by Global due to the ACC decision 

of September 19,2010. SNR and NWP contend the September 20 10 ACC rate 

decision as to Global materially altered the substance of the transaction and (in the 

conjunctive) prccludts Global from fulfilling its obligations to S N R  and NWP 

under the ICFAs. Other claims are made as to the impact of that ACC decision. 

The panel finds and concludes that the part of the argument niade by SNR end 

NWP under Seation 4 sf the Agreements that that the ACC &cisim voids the ICFA 

or such ACC decision “materially ipcrease[d] the cost the Landowner under this 

Agreement“ must both fail. There was no ACC fmdhg of invalidity, and no 

evidence was presented at the hearing as to NWP or !3NR costs being increased 8s a 

result of that ACC rate decision. The position taken by S N R  and NWP €hat the 

ACC rate decision “materially aIters the subject of the transaction” betpreen Global 

and SNR and NWP respectively must also fail. The thesis of S N R  and NWP on 

this countactah is the rate decision vas so adverse to Oiobai on treatment of the 

ICY& for zate-making purposes that it destroyed Global’s ability to finan& and 

install the large amount of Mastructure rcquirea of it by the two ICFAs, 8s well as 

by the numerous other ICFAs that Global had entered into in its very large ACC 

certificated areas. Even before the2008 economic downturn, which continues to 

this dak,-the timefixme needed for the platting, planning, and marketing of the 

8622 EDUs and the 3750 EDUs contemplated by SNR and W, respectively, was 

5 2127016.1 
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considerable, and would run far into the future. Due to the depressed market for 

real estate within Global’s ACC certificated areas and in Maxioopa County 

generally, that timeframe, uncertain as to length to begin with, has been greatly 

extended, Even if the panel were to find and conciude (which is has not, as it is not 

necessary) that the ACC rate decision materially altered the substance of the 

transaction, the evidence presented by SNR and NWP as to the second and 

necessary requkment that the ACC rate decision precludes Global &om filftlling 

its obligation has been, of necessity, speculative in nature and far fiom sufficient to 

void an agreement after the other party has fully performed a great many of its 

obligations and performance undertaken to date. As witfi Count II of the S N R  and 

NWP counterclaims, Count Ill .must fail as being premature and Global will be 

entitled to an arbitration award in its favor on Count Xn, which will be dismissed 
without prejudice. 

d) Count IV: Breach of the covenant or bad faith and fair dealing. 

This is alleged because of Global’s September 2007 transaction with the Balterra 

development allegedly being in violation of Section 15 of the Agreement. We have 

held otherwise above in Section 3(a) of this ruljng. Although Arizona law holds 

them can be a breach of ‘chis implied covenant. even when there is no breach of an 

express covenant in the C Q ~ I ~ C ~ ,  there has been no showing that Global made the 

September 2007 stock purchase transaction oust before the economic recession 

which is said by government economists to have commenced on December 31, 

2007) or the May 7,2008 .Master Utility Agreements were made in bad fbifh. The 

panel finds and concludes the dominant reason for that stack purchase transaction 

was for GlobaI to acquire the Balterra Utility company’s 208 issued by MAG 

which Global needed to have in order to implement its regional total water 

management plan and fdty serve SNR and NWP. Global, S N R  and NWP had 

6 21WOlb.l 
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vigorously opposed the Balkm Utility getting the Water Quality Plan Amendment 

under Section 208 of the Clean Water Act (“MAG 208”). Count IV of the 

counterclaim fails and Global will be entitled to an award in its favor; the bad faith 

claim il; dismissed with prejudice as to both Respondents. 

e) Count V: Rescind for Mutual Mistake. These two counterclaims 

seek to rescind the transaction based upon mutual mistake. This count of the 

counterclaims is premised on the notion of both parties having made a mutual 

mistake at the time of the contract about the future of the real estate matket in the 

West Valley. However, that is not the type of ”mistake” recognized by the mutual 

mistake doctrine, .and in any event the parties on both sides of the case testified to 

their experience in the real estatc development business and to the fact the parties 

were well aware of normal cycles of up and down activity in red estate 

development over the course of time. Giobal is entitled to an award dismissing 

SNR and NWP’s claims with prejudice. 

f )  Couat VI: Rescind for Frustration of Purpose. These SNR and 

NWp counterclaims seek to rescind the July 2006 ICFAs based on the Frustration 

of Purpose doctrine - i s .  lack of financial capabfity of providing water and 

wastewater services when needed. One basic purpose of the two ICFAs was for 

Sm and NWP to have water and wastewater CC&Ns applicable to their Lands as 

well BS the MAG 208 so they would be able to subsequently pursue, under their 

Master Development Agreements, h d  plats for their subdivisions Srom Maricopa 

County. That one purpose has been satisfied. As to remaining purpose of thi: 

ICFAs, hakg utility infirastructurt for the EDUs they contemplated on their land 

in the fiture as well as needed water and sewer service, only time will tell. See 

narrative in Sections 5(b) and 5(c), above, which narrafves ate incorporated by 

refercnce herein. S N R  and NWP have not established entitlement to recover under 

, 

7 2121016.1 
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the Frustration of Purpose doctrine and Global will be eatitled to an award in its 
favor dismissing Count VT of the counterclaims. 

g) New assertion a8 to MF'N violation in 339& and 1-10 LLP 
Contract: Although not part ofthe countercl~s filed by SNR andNWP and not 

listed in the pre-hearing disolosures required of the parties or the subject of a pre- 

hearing request to amend, S N R  and NWP contended and offered proof during the 

hhearing that Global had also violated Section IS of tho ICFAs on May 20,2008 

when it f m e d  an ICFA with 339* Ave on a basis more favoralile than it had 

afforded two years earlier to SNR and NWP. Global participated in this newly 

raised counterclaim and offered rebbttal evidence concerning same, The panel rules 

that this previously non-disclosed claim by SNR and Nwp was "tried by consent" 

and this counterclaim made by both SNR and NWP is now before the arbbation 

panel for appropriate disposition. The Standard Award requested by the parties 

deserves brief explanation on this particular math. 

In raising this new issue, SNR and NWP first focused specifically on 0 e  

Section 15 language regarding Global not pro14ding 'pricing" more favorable to 

other landowners instead of addressing all "tern and conditions" generally. 

. Importantly, the 339'Ave. ICFA specified the same $5,500 per EDU as SNR and 

NWP had agreed to pay, but SNR and NWP contended that the due dates of the 

339* Aye. payments a) at time of Start Work Notice ( " S W ) ,  and b) no later than 

twelve (12) months after Water Reclamation Facility ( V R P )  substantial 

completion amounted to more favorable pricing terms than contained in fhe SNR 

and NWP ICFAs as they were required to pay more money up front than was due 

under the 339" Ave. ICFA. Second, GIobal also gromisedto give $582,000 

($20,000 per acre) credit to 339' Ave. fix the 29.13 acres it was giving to Global 

fat 8 Water Treatment Facility (WTP". "hat would reduce the $5,500 per EDU 

8 2Si7016.1 
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ultimate price to 339* Ave. while SNR and NWP were each required to deed 

Ereage to Global without payment or credit on their EDU price. 

Global breached the MFN provisicm contained in the SNR and NWP ICFAs 

b e w e  the 3 3 9 ~  Ave. ICFA signed on May 20,2008 a) did not require that entity 

to make similar payments at time of signing, b) did not require payment at time of 

or neat to filing or receiving CCgtNs for water and wastewater, and e) Global 

promised to give 339* Ave. a credit against EDU payments for the WRF site to be 

deeded in the fbture. That partial breach notwithstanding, no showing has been 

made by S N R  and NWP of their being placed to date at a competitive disadvantage 

which was the basic reason for the MFN clause so SNR and NWP have incurred no 

damages to date. Global's perfomawe before May 20,2008 in securing the 

CC&Ns from the ACC and the MAG 208 greatly benefited SNR and NWF and 

increased the value of their land holdings. Since 339' Ave.'has been givena medit 

to be applied later against its EDU payments for the 339' Ave. deed recorded in 

March, 2007, S M i  must be given an appropriate credit against its next EDU 

payment to fd due, and NWP must receive a similar appropriate credit against- its 

next BDU payment if it has provided the acreage it was obliged to deed for a WRF 

site, which has not yet occurred. 

As to any possible damages SNR and NWP may have incurred &e to a loss 
of use of themonics paid to GIobaI prior to the CCgcNs being granted in 2008, that 

doIlar mnber is offset or exceeded by the benefit to S N R  and W of the 

increased value of their land and the benefit of owning property that is not 

encumbered by a deed of trust in favor of Global, as would have been required 

under the 339'b Ave. ICFA. 
h y  claims of SNR and Nwp for prospective comp6titive disadvantage in 

the fume arising itom the breach, or for inequitable pricing are not yet "ripe" for 

9 7.U7016.1 
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consideration and such d a h s  can be made, if and when, SNR and NWP do suffer 

competifive disadvantage due to 339' Ave. havingmore favorable timing or proven 

damages on the EDU pricing. The panel concludes this d i n g  is just and 
appropriate under the circumstances of this casc. 

6. Any other existing or choate claims or counterclaims made or could have 

xen made by my party in these consolidated proceedings on the merits as to which no 

iisposition or award is made by the panel are denied. 

7. Under Arizona law, a party entitled to pre-judgment interest or prc-award 

interest in a sum certain or an ascertainabie sum is entitled to receive that intenst as a 

matter of right. That is not the case with respect to the awarding of attorneys' fees and 

expert witness fees and litigation costs under Section 7.7 of the ICFAs where, like AKS. 

$8 12-341.01 and 12-3021, awarding attorneys' fees is discretionary. In light of Global's 

breach of Section 15 of the ICFAs on May 20,20Q8 when it contracted with 339* Ave. 

(which did not end the ICFAs with SNR and NWP) it would not be appropriate or 

equitable to award one hundred percent (100%) attorneys' fees, expert witness fees or 

what Global describes in its fee application as litigation costs and the panel declines to do 

so. 

8. On that basis, the panel has decided to award to Global only one-third (In) 
of the sums sought in its fee application for attorneys' fees, expert witness fets, and 

litigation costs. This concept of panel discretion does not apply to or include the part of 

Section 7.7 stating in imperative terms that the arbitrator shall assess the costs of the 
proceedings against the non-prevailing party. The panel construes that part of Section 7.7 
to mean the costs paid to and tkough the American Arbitration Association and will 

assess all cost of proceedings against SNR and NWP (and Trust 8559) in appropriate 

proportions. 

9, The panel finds and concludes that in accordance with what is set forth 

10 1mO16.J 
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above, Glob& as prevailing party is entitled to recovery fiorn SNR attorneys' fees in the 

total amount of $62,780.76, expert witness fees in the amount of $14,818.55, and litigation 

costs of $1 1,982.51. Those fees and costs awarded against SNR rota1 $89,587.12 and do 

not include the costs of the proceedings. 

10. The panel finds and concludes that in accordanue with what is set forth 

above, Global as prevailing parly is entitled to recover from NWP an# Trust 8559 

attorneys' fees m the amount of $39,795.28, .expert witness fees in the amount of 

$14,818.50 and litigation costs of %11,982.4O. Those fees and costs awarded against NWP 

and Trust 8559 total $66,596.1 8 &d do not include the costs of the proceedings. 

1 I .  The panel fixtheir finds and concludes that those costs of the proceedings 

must be allocated between SMR on the one hand andNWP and Trust 8559 on the other, 

and that a fair, proper and appropriate way to allocate those payment responsibilities 

between SNR and NWP is to allocate based on the number of EDUs planned by each 

developer. On that basis, SNR, having planned for 8,622 EDUs would beresponsibIe for 

69.69% of the cost of the proceedings and SNR and Trust 8559, having planned 3,750 

EDUs, are responsible for 30.3 1% of the cost of the, proceedings. 

12. The amount of administrative filing and case service fees of the American 

Arbitration Association in these consolidated cases is the sum of $28,850.00 and the fees 

and expenses for &e panel of three neutral arbitrators is the sum of $99,950.00, for a total 

cost ofproceedings of $128,80O.O0. Onthe basis of the EDU allocation of 69.69% 

described in paragraph 1 1, above, SNRis M be assessed 69.69% o f  those sums in case No. 
76 198Y 0104 JMJX for administrative fees and compensation and NFKP and Trust 8559 

is to be assessed 30.31% of those sums in case No. 76 198Y 0105 JMLE for administrative 

fees and compensation. 
AWARD IN CASE NO. 76 198Y 0104 JMLE 

13. Zn case No. 76 198Y 0104 W E ,  Global Water Resources is entitled to 

I f  Z42lQ16.1 
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receive and is hereby given an Award in its favor against Sierra Negra Ranch, LLC as 

follows: 

a.) For the principal sum in the amount of% 1,293,300.66 due on Arizona 

Corporation Commission approval date plus 15% per annum interest 

accruing from May 1,2008 invoice date until paid in fuli; 

b.) For the principal s u m  in the amount of $1,293,300.00 due on MAG 208 

approval plus 15% per annum interest from September 3,2008 invoioe 

date until paid in full; 

c.) For the principal sum of $21 5,550 due on the $25 per Equivalent 

Dyelling Unit plus 15% per annum interest fiom November 14,2001 

invoice date until paid in full; 

d.) For the sum of $89,987.12 as and for SNR's share of the attorneys' fees, 

expert witness fees, and litigation costs awarded to Global; 

e.) The sum of $89,760.72 as 69.69% of the American Arbitration 
Association filiig and case service fees and arbitrator compensation; 

f.) For 15% interest per a ~ u m  b m  the date of this Final Award mtiI paid 

in fill for the sums awarded to Globdin items 13(d) md (e), above; 

g.) SNR is entitled to and must be given a credit of !§460,000 as a deduction 

h.) kn award in Global's favor on all claims or counts asserted by SNR 

fiom. its very next EDU payment to GIobd; and 

against Global h its Counterclaim, at the hearing or in these 

proceedings, ex-t for 13(g), above. 

AWARD IN CASE NO. 76 198Y 0105 JMLE 
14. In cast No. 76 198Y 0105 W E ,  Global is entitled to receive and is hereby 

granted an Award in its favor against both New World Properties, Inc., an Arizona. 

corporation and First American Title Insurance, Trustee under Trust 8559 as follows. 

12 2p7DI4.l 



.. ..._. . . . . . . . . . . . . . . . .  . .  ........................ ” .............................................. : 1 ..._..... ............. : ........................ 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

a.) For tbe principal sum in the amount of $562,500 on the Arizona 

Corporation Approval date pius 15% per annum &om May 1,2008 

invoice date until paid in mi; 
b.) For the principal sum in the amount of $562,500 on MAG approval date 

plus 15% per annum from September 3,2008 invoice date until paid in 

full; 

c.) On the $25 per Equivalent Dwelling Unit, the principal sum of $93,750 

from November 14,201 1 invoice date until paid in full; 

d.) For the sum of $66,596.18 as and for NWP and Trust 8559’s share of the 

attorneys’ fees, expert witness fees and Iitigatbn costs awarded to 

Global; 

e.) The sum of $39,039.28 as 30.31% of the American Arbitration 

Association fees and service charges and arbitrator compensation; 

f.) For 15% interest per annum &om the date of this Fmal Award Until paid 

in full for the sums awarded to Global in items 14(d) and 14(e), above; 

g.) NWP and Trust 8559 are not yet entitled to a credit but at such time as 

they are called upon to deed the land described in their ICFA to Global, 

Global must tha give it a credit of $20,000 p a  acre for each acre 

transferred fiotn the ae;d following EDU paymmt due to Global. lfno 

transfer is made, no credit is due or awarded; and 

h.) An award in Globd’s favor on all claims or counts asserted by NWP and 

the Trustee in theit Counterclaim or during the hearing of this matter 

except for. 14(g). 

AWARD APPLICABLE IN BOTH CASE 
NOS. 76 198Y 0104 JMLE AlTD 76 198Y 0105 

15. Therefme, SierraNegra Ranch, LLC, a Nevada limited Iiability company, 
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shall .reimburse Global Water Resources, hc., the sum 0€$51,846.92, representing that 

?ortion of said fees and expenses in excess of the apportioned costs previously incurred by 

3lobal Water Resources, Inc. New World Properties, Inc., an Arizona corporation, shall 

:eimburse Global Water Resources, Inc., the sum of $1,125.46, representing that portion of 

said fees and expenses in excess of the apportioned costs previously incurred by Global 

Water Resources, Inc. 

16. The final awards now made and entered in AAA cases 76 198Y 0104 and 76 
198Y 0105 in favor of Global are several and separate awards in an arbitration proceeding 

in which those cases were consolidated for procedural reasons and hearing and cost 

efticiency. The final award made iil each case is not intended to be and is not a joint and 

several award. Only Sierra Negra b c h  is responsible for the total a d  againstit in case 

76 198Y 0104 as set forth above and only New Wofld Properties and First American Title 

Lnsurance Company as Trustee under Trust 8559 are joiaty and severally responsible for 

the t6tal award made against them in case 76 198Y 0105 as set forth above. 

17. This Award is in fuil settlement of 41 claims submitted to this arbitration. 

All claims not expressly granted are heEeby denied. 

Dated OR April 20,201 2 in Phoenix, m a .  

14 ilvlOl6.1 
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The foregoing instrument is a fuil, true ana correct copy of 
the original on file in this office. 

hiliCHAEL K. JEANES, Clerk of the Superior Court of the 
State of Arizona, in and for the County of Maricopa. 

Attest oa- 11 2 0 1 2 -  

Deputy BY 
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In re: SIERRA N W R A  RANCH LLC 

UNITED STATES BANKRUPTCY COURT 
DISTRICT OF NEVADA 

Case 12-19649-lbr Doc 383 Entered 08/21/13 15:40:09 Page 1 of 18 

Case No. 12-19649-LBR 

CHAPTER 11 
MONTHLY OPERATING REPORT 
(GENERAL BUSINESS CASE) 

SUMMARY OF FINANCIAL STATUS 

MONTH ENDED: JuC13 PJ2TITION DATE: 08M1112 

Debtor in possession (or hysocc) hereby submits this Monthly Operating Report on the Accrual Basis of accounting (or if checked here 
the Office of the US. Truritee or the Court has approvcxl the Cash Basis of Accounting for the Debtor). _ _  - 
Dollars r e p o d  in 

End of Current End of Prior 
2. Asset and Liability Strucrture 

a. CunentAssets 
b. Total Assets 
c. Current Liabilities 
d. Total Liabilities 

3. Statement of Casb Receipts & Dbbursementr for Month 
a TotalReceipts 
b. Total Disbursements 
c. Excess (Deficiency) of Receipts Over Disbursements (a - b) 
d. Cash Balance Beginnink of Month 
e. Cash Balance End of Month (c + d) 

Current Mont h 
$1 

$1 0.143 
($10,142) 
S 182,03 1 
$ 171.889 

Current Month 
4. ProfiU(Loss) from the Statement of Operations ($10,142) 
5. Account Receivables (Prc and Post Petition) so 
6. Post-Petition Liabilities so 
7. Past Due Post-Petition Account Payable8 (over 30 days) $0 

At the end of this reporting month: 
8. 

9. 

1 0. 
11. 

12. 
13. 
14. 

15. 

Have any payments been made on pre-petition debt, other than payments in the normal 
course to secund creditors or lessors? (if yes, attach listing including date of 
payment, amount of payment and name of payea) 
Have any payments been made to professionals? (ifyes, attach listing including date of 
payment, amount of payment and name of payee) 
If the answer is yes to 8 or 9, we= all such payments approved by the court? 
Have any payments been ma& to officers, insiders, shareholders, relatives? (if yes, 

&&E!& 
SI 87,3 I5 

$26,136,565 
so 

$4,879,250 

$0 
$27,118 
($27,118)1 
$209,149 
$182,031 

prior Month 
($27,118) 

so 
SO 

As of Petition 
m 

Cumelative 

$2 14,082 

($63,266) 
$233,155 
$1 71,889 

$277,348 

Cumulative 
ic#w!mw 

(573,5631 

yes 

X 

X 
X _ -  

attach listing including date of payment, amount and reason fbr payment, and &e of payee) 
Is the estate insured for replacement cost of assets and fbr general liability? 
Are a plan and disclosure statement on file? 
Was there any post-petition borrowing during this reporting period? 

X 
X 

X 
Check if paid: Post-petition taxes A; U.S. Trustee Quarterly Fees X; Check if filing i s  cumnt for: Post-petition X 
taxrcportingandtaxretums: X .  
(Attach explanation, if post-petition%& or US. TNstee Quarterly Fees an not paid cumnt or if post-petition tax 
reporting and tax return filings are not current.) 

I declan under penalty of perjury 1 have reviewed the above summary 
believe these documents am correct. 

be: August 21,2013 
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STATEMENT OF OPERATIONS 
(General Business Case) 
For the Month Ended 07/3 1/13 

Current Month 
Cumulative Next Month 

Actual - JCase to Date) Forecast Forecast Variance 

$0 
Revenues: 

1 Gross Sales 
2 less: Sales Returns & Allowances 
3 Net Sales 
4 less: Cost of Goods Sold (Schedule 'B) 
5 Gross Profit 
6 lnterest 
7 Other Income: Rental Revenue - Annual 
8 Rebates and Refunds 
9 

10 Total Revenues 

$0 
$0 $0 SO 
$0 
$0 
$0 
$1 
$0 
$0 

$0 $0 

$205,745 
$40 

$1 

$205,785 $0 $0 $ I  $1 

Expenses: 
1 1 Compensation to Owner(s)/Officer(s) 
12 Salaries 
13 Commissions 
14 Contract Labor 

RenVLease: 
15 Personal Property 
16 Real Property 
17 Insurance 
18 Management Fees 
19 Depreciation 

20 Employer Payroll Taxes 
2 1 Real Property Taxes 
22 Other Taxes 
23 Other Selling 
24 Other Administrative 
25 Interest 
26 Other Expenses: Bank Serv and Other Charges 
27 Accounting 
28 Insurance 
29 Management Fees 

Taxes: 

SO 
SO 
EO - -  
$0 

SO 
$0 
$0 
$0 
$0 

$0 
SO 
$0 
SO 
SO 
$0 
$0 
$0 

($393) 
$8,100 $0 

Rn 

$3 1,809 

$308 
wnn l_-l 

$18,197 $393 
$89,100 $8,100 

$393 
$8,100 

$620 
$2 1,096 

30 Licensing 
3 1 Development Fees - Master Plan . . . 
32 ...( Inclusive of Attorneys' Fees) 

-- 
($1,000) 

m 
$1,000 

$9,493 

($9,492) 

Y" 

$0 
SO 

33 
34 

~~ ~ 

$161,130 $8,793 

$44,655 ($8,793) 

35 Total Expenses $8,100 ($1,393) 

36 Subtotal ($8,100) ($1,392) 

Reorganization Items: 
37 Professional Fees 
38 Provisions for Rejected Executory Contracts 
39 Interest Earned on Accumulated Cash from 

Resulting Chp 11  Case 
40 Gain or (Loss) from Sale of Equipment 
41 U.S. Trustee Quarterly Fees 
42 Chapter 11 Advisory Fees 

43 Total Reorganization Items 

44 Net Profit (Loss) Before Federal & State Taxes 
45 Federal & State Income Taxes 

($94,643) $0 
SO 
SO 

SO 
$650 ($3,575) 

($18,000) 

($1 16,2 18) SO 

($71,563) ($8,793) 

($650) 
$0 

$0 ($650) 

($8,100) ($2,042) 
SO 

(98,100) ($2,042) 

($650) 

($10,142) 

46 Net Profit (Loss) ($71,563) ($8,793) (S 10,142) 

Attach an Explanation of Variance to Statement of Operations (For variances greater than +/- 10% only): 

Revised 1/1/98 
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10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

21 

22 
23 
24 
25 
26 
27 

28 

29 

Assets 
Market Value 

Current Assets 

Cash and cash equivalents - unrestricted 
Cash and cash equivalents - restricted 
Accounts receivable (net) 
Inventory 
Prepaid expenses 
Professional retainers 
Other: Other Receivables 

A 
B 

Total Current Assets 

Property and Equipment (Market Value) 

Real property 
Machinery and equipment 
Furniture and fixtures 
Office equipment 
Leasehold improvements 
Vehicles 
Other: 

Total Property and Equipment 

Other Assets 

Loans to shareholders 
Loans to affiliates 

Total Other Assets 

Total Assets 

C 
D 
D 
D 
D 
D 
D 
D 
D 
D 
D 

$171,889 

$0 
$0 

~ 

$5,284 

$177,173 

$25.949.250 
$0 
so - -  
$0 
$0 
$0 

Case 12-19649-lbr Doc 383 Entered 08/21/13 15:40:09 Page 3 of 18 

BALANCE SHEET 
(General Business Case) 
For the Month Ended 07/31/13 

From Schedules 

$25,949,250 

so 
$26,126,423 

NOTE: 
Indicate the method used to estimate the market value of assets (e.g., appraisals; familiarity with comparable market 
prices, etc.) and the date the value was determined. 

Revised 1/1/98 
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Liabilities and Equity 
(General Business Case) 

Liabilities From Schedules 

Post-Petition 

Current Liabilities 

30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 

Salaries and wages 
Payroll taxes 
Real and personal property taxes 
Income taxes 
Sales taxes 
Notes payable (short term) 
Accounts payable (trade) 
Real property lease arrearage 
Personal property lease arrearage 
Accrued professional fees 
Current portion of long-term post-petition debt (due within 12 months) 
Other: 

A $0 

44 Total Current Liabilities $0 

45 Long-Term Post-Petition Debt, Net of Current Portion 

Total Post-Petition Liabilities $0 46 

Pre-Petition Liabilities (allowed amount) 

47 
48 
49 

Secured claims 
Priority unsecured claims 
General unsecured claims 

F 
F 
F 

$4,619,784 
$0 

$259,466 

$4.879.250 50 Total Pre-Petition Liabilities 

5 1  Total Liabilities 

Equity (Deficit) 

52 
53 
54 
55 
56 
57 
58 

$3 1,379,690 Retained Earnings/(Deficit) at time of filing 
Capital Stock 
Additional paid-in capital 
Cumulative' profit/(loss) since filing of case 
Post-petition contributions/(distributions) or (draws) 

Market value adjustment 

($71,563) 

3-  

59 Total Equity (Deficit) 

60 Total Liabilities and Equity (Deficit) $26,126,423 

Revised 1/1/98 
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SCHEDULES TO THE BALANCE SHEET 
(General Business Case) 

Schedule A 
Accounts Receivable and (Net) Payable 

Receivables and Payables Agings 
0 -30 Days 
3 1-60 Days 
6 1-90 Days 
91+ Days 
Total accounts receivable/payable 
Allowance for doubtful accounts 
Accounts receivable (net) 

Accounts Receivable Accounts Payable Past Due 
JPre and Post Petition1 JPost Petition1 Post Petition Debt 

so 

$0 $0 

Rn 

Schedule B 
Inventory/Cost of Goods Sold 

Types and Amount of Inventorv(ies) 
Inventory(ies) 

Balance at 
End of Month 

Retail/Restaurants - 
Product for resale 

Distribution - 
Products for resale 

Manufacturer - 
Raw Materials 
Work-in-progress 
Finished goods 

Other - Explain 

Cost of Goods Sold 

Inventory Beginning of Month 
Add - 
Net purchase 
Direct labor 
Manufacturing overhead 
Freight in 
Other: 

Less - 
Inventory End of Month 
Shrinkage 
Personal Use 

Cost of Goods Sold 
TOTAL $0 

Method of Inventory Control 
Do you have a functioning perpetual inventory system? 

How often do you take a complete physical inventory? 
Yes- No 

Weekly 
Monthly 
Quarterly 
Semi-annually 
Annually 

Date of last physical inventory was 

Inventory Valuation Methods 
Indicate by a checkmark method of inventory used. 

Valuation methods - 
FIFO cost 
LIFO cost 
Lower of cost or market 
Retail method 
Other 
Explain 

Date of next physical inventory is 

Revised 1/1/98 
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Schedule C 
Real Property 

Description 
273 1.5 acres Vacant Land 

Total 

Schedule D 
Other Depreciable Assets 

Description 
Machinery & Equipment - 

Total 

Furniture & Fixtures - 

Total 

Office Equipment - 

Total 

Leasehold Improvements - 

Total 

Vehicles - 

Total 

" f  

$36,0 10,204 $25,949,250 

- cost  Market Value 

$0 $0 

$0 $0 

$0 $0 

$0 $0 

$0 $0 

Revised 1/1/98 
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Taxes Payable 
Federal 

Income Tax Withholding 
FICA - Employee 
FICA - Employer 
Unemployment (FUTA) 
Income 
Other (Attach List) 

Total Federal Taxes 
State and Local 

Income Tax Withholding 
Unemployment (UT) 
Disability Insurance (DI) 
Empl. Training Tax (ETT) 
Sales 
Excise 
Real property 
Personal property 
Income 
Other (Attach List) 

Total State & Local Taxes 
Total Taxes 

List Total Claims For Each Classification - 
Secured claims (a) 
Priority claims other than taxes 
Priority tax claims 
General unsecured claims 

Schedule E 
Aging of Post-Petition Taxes 

(As of End of the Current Reporting Period) 

0-30 Daw 

$0 

$0 
$0 

31-60 Daw 61-90 Daw 91+ Daw 

$0 $0 $0 

$0 $0 $0 
$0 $0 $0 

Schedule F 
Pre-Petition Liabilities 

Claimed Allowed 
Amount Amount (b) 
$4,6 19,784 

$259,466 

- Total 

$0 
$0 
$0 
$0 
$0 
$0 
$0 

$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 

(a) 
(b) 

List total amount of claims even it under secured. 
Estimated amount of claim to be allowed after compromise or litigation. As an example, you are a defendant in a lawsuit 
alleging damage of $10,000,000 and a proof of claim is filed in that amount. You believe that you can settle the case for a 
claim of $3,000,000. For Schedule F reporting purposes you should list $10,000,000 as the Claimed Amount and 
$3,000,000 as the Allowed Amount. 

Schedule G 
Rental Income Information 

Not applicable to General Business Cases 

Schedule H 
Recapitulation of Funds Held a t  End of Month 

Account 1 Account 2 Account 3 Account 4 
Bank Bank of Nevada 
Account Type Checking 
Account No. 320028682 
Account Purpose Checking 
Balance, End of Month $171,889 
Total Funds on Hand for all Accounts $171.889m 

Attach copies of the month end bank statement(s), reconciliation(s), and the check register(s) to the Monthly Operating Report. 

Revised 1/1/98 
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STATEMENT OF CASH RECEIPTS AND DISBURSEMENTS 
Increase/(Decrease) in Cash and Cash Equivalents 

For the Month Ended 07/31/13 

Cumulative 
{Case to Date) 

Actual 
Current Month 

Cash Receipts 
1 RenVLeases Collected 
2 Cash Received from Sales 
3 Interest Received 

$1 $205,745 

4 
5 
6 
7 
8 
9 
I O  
11 

Borrowings 
Funds from Shareholders, Partners, or Other Insiders 
Capital Contributions 
Received from Escrow 
Rebates - Refunds 

$3,734 
$40 

$4,563 Receivables Collected 

12 Total Cash Receipts $2 14,082 $1 

Cash Disbursements 
13 Payments for Inventory 
14 Selling 
15 Administrative $308 

$2 1,096 16 
17 
18 

Capital Expenditures - Land Dev Costs - Master Plan - Inclusive of Atty's Fees 
Principal Payments on Debt 
Interest Paid 
RenVLease: 

Personal Property 
Real Property 

Salaries 
Draws 
CommissionsRoyalties 
Expense Reimbursements 
Other 

Amount Paid to Owner(s)/Officer(s) 

$1,000 

19 
20 

21 
22 
23 
24 
25 
26 Salaries/Commissions (less employee withholding) 
27 Management Fees 

Taxes: 
28 Employee Withholding 
29 Employer Payroll Taxes 
30 Real Property Taxes 
31 Other Taxes 
32 Other Cash Outflows: 

$3 1,809 

33 
34 

~~ 

$18,197 
$89.100 

R397 Insurance 
Management Fees 
Professional Fees Paid for Services in Connection with ChD 11 Case 

$8.100 
$94,643 

$620 
$7 5 1 5  

35 
36 
37 

Annual Filing Fee - Secretary of State - NevaddArizona 
US Trustee Fees 
Chapter 11  Advisory Fees 

$650 
$1 8.000 

38 Total Cash Disbursements: 

39 Net Increase (Decrease) in Cash 

40 Cash Balance, Beginning of Period 

41 Cash Balance, End of Period 

$277,348 

($63,266) 

$235,155 

$171.889 

$ 1  0,143 

($10.142) 

$ 1  82,03 1 

$1 71,889 

Revised 1/1/98 



1 
2 
3 
4 
5 
6 

7 
8 
9 
10 

I 1  
12 
13 
14 
15 

16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 

27 
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STATEMENT OF CASH FLOWS 
(Optional) Increase/(Decrease) in Cash and Cash Equivalents 

For the Month Ended 07/31/13 

Cash Flows From Operating Activities 

Cash Received from Sales 
RentLeases Collected 
lnterest Received 
Cash Paid to Suppliers 
Cash Paid for Selling Expenses 
Cash Paid for Administrative Expenses 
Cash Paid for RentdLeases: 

Personal Property 
Real Property 

Cash Paid for lnterest 
Cash Paid for Net Payroll and Benefits 
Cash Paid to Owner(s)/Officer(s) 

Salaries 
Draws 
Commissions/Royalties 
Expense Reimbursements 
Other 

Employer Payroll Tax 
Employee Withholdings 
Real Property Taxes 
Other Taxes 

Insurance 
Management Fees 
Annual Filing Fee - Secretary of State - Nevada/Arizona 
Refunds and Rebates 

Cash Paid for Taxes PaidlDeposited to Tax Acct. 

Cash Paid for General Expenses 

Receivables Collected 

Net Cash Provided (Used) by Operating Activities before Reorganization Items 

Cash Flows From Reorganization Items 

28 
29 
30 U.S. Trustee Quarterly Fees 
31 Chapter 1 1  Advisory Fees 

32 

33 Net Cash Provided (Used) for Operating Activities and Reorganization Items 

Cash Flows From Investing Activities 

lnterest Received on Cash Accumulated Due to Chp 11 Case 
Professional Fees Paid for Services in Connection with Chp 11 Case 

Net Cash Provided (Used) by Reorganization Items 

34 Capital Expenditures 
35 
36 

37 

Proceeds from Sales of Capital Goods due to Chp 11 Case 
Master Plan Development Costs - Inclusive of Attorneys' Fees 

Net Cash Provided (Used) by Investing Activities 

Cash Flows From Financing Activities 

38 Net Borrowings (Except Insiders) 
39 
40 Capital Contributions 
41 Principal Payments 
42 Received from Escrow 

43 

44 Net Increase (Decrease) in Cash and Cash Equivalents 

45 Cash and Cash Equivalents a t  Beginning of Month 

46 Cash and Cash Equivalents a t  End of Month 

Net Borrowings from Shareholders, Partners, or Other Insiders 

Net Cash Provided (Used) by Financing Activities 

Actual 
Current Month 

$ 1  

$393 
$8,100 

($8,492) 

$650 

($650) 

($9.142) 

$1,000 

($1,000) 

$0 

$0 

($10,142) 

S 182,03 1 

$171,889 

Cumulative 
ICase to Date) 

$205.745 

$308 

$3 1.809 

$18,197 
$89,100 

$620 
($40) 

($4,5631 

$70,3 14 

$94,643 
$3,575 

$18,000 

($116,218) 

($45,904) 

$2 1,096 

($2 1,096) 

~~ 

$3,734 

$3,734 

($63,2661 

$235,155 

$17 1.889 

Revised 1/1/98 
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PAYMENTS TO PROFESSIONALS 

Date CheckNo. Payee Amount 

None during July 201 3 
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003 00003 01 PAGE : 1 NKOF P.0 BOX26237 N EVAG)A LAS VEGAS, N ~ V A ~ A ~ 9 ~ 2 ~ - 0 2 3 7  ACCOUNT : 8682 07/31/2013 
(702) 248-4200 DOCUMENTS : 4 

SIERRA NEGRA RANCH LLC 
DEBTOR-IN-POSSESSION 
OPERATING ACCOUNT 
50 S JONES BLVD STE 101 
LAS VEGAS NV 89107-2676 

30 
1 
3 

BALANCE LAST STATEMENT ............................... 06/28/13 191,130.57 
DEPOSIT 1.00 07/02/13 191,131.57 

07/03/13 183,031.57 CHECK # 1032 8,100.00 
CHECK # 1033 650.00 07/25/13 182,381.57 
CHECK # 1034 8,100.00 07/26/13 174,281.57 
BALANCE THIS STATEMENT ............................... 07/31/13 174,281.57 

- - -  ITEMIZATION OF OVERDRAFT AND RETURNED ITEM FEES - - - 

DP002 Rev {Od/l3) 
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SIERRA NEORA RAECH Ltc 320028682 Page 2 

1032 - $8,100.00 - 07/03/2013 

1034 - ss,ioo.oo - 07/26/2013 
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RESPONSES OF NEW WORLD PROPERTY TO 
GLOBAL WATER RESOURCES’ FIRST SET OF DATA REQUESTS 

DOCKET NOS. W-01212A-12-0309 ET AL. 

1. Mr. Jellies testifies that other than the payment for WMC, the “balance” of the 
payments made to-date are for infrastructure. (Jellies Direct at page 3). 

OBJECTION: New World Properties, Inc., (,‘NWP5’> objects to Global Water Resources’ 
characterization of Mr. Jellies’ testimony as stated above. Mr. Jellies’ Pre-Filed Direct 
Testimony speaks for itself and is the best evidence of its contents. Subject to this 
objection, NWP’s responses are provided below. 

a. Admit that under Section 4.1, page 17 of the NVVP ICFA, the $500 per EDU 
payment ($1,875,000) was for the WMC purchase. 

OBJECTION: NWP objects to Global Water Resources’ characterization of the 
July 1 1, 2006, Infiastructure, Coordination, Finance and Option Agreement 
(“ICFA”) between NWP and Global Water Resources. The ICFA speaks for 
itself and is the best evidence of its contents. Subject to this objection, NWP 
responds as follows: 

RESPONSE: Deny. Section 4.1 of the ICFA “describes the timing of payments 
for residential EDUs of $5,500 per EDU plus the CPI Factor, if applicable.” 
Recital J of the ICFA states that “$500 per EDU of the Landowner Payment 
described in subsection 4.1 will be allocated toward the acquisition purchase price 
of WMC and all its subsidiaries.” 

b. Admit that under Section 4.1, page 17 of the NWP ICFA, the $75 per EDU 
payment ($281,250) was for the filing of the MAG 208 amendment. 

OBJECTION: NWP objects to Global Water Resources’ characterization of the 
ICFA between NWP and Global Water Resources as stated above. The ICFA 
speaks for itself and is the best evidence of its contents. Subject to this objection, 
NWP responds as follows: 

RESPONSE: Deny. Section 4.1 of the ICFA “describes the timing of payments 
for residential EDUs of $5,500 per EDU plus the CPI Factor, if applicable.” 

Admit that under Section 4.1, page 17 of the NWP ICFA, the $100 per EDU 
payment ($375,000) was for f&g of the CC&N application. 

OBJECTION: NWP objects to Global Water Resources’ characterization of the 
ICFA between NWP and Global Water Resources as stated above. The ICFA 
speaks for itself and is the best evidence of its contents. Subject to this objection, 
N W P  responds as follows: 

RESPONSE: Deny. Section 4.1 of the ICFA “describes the timing of payments 
for residential EDUs of $5,500 per EDU plus the CPI Factor, if applicable.” 

C. 
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RESPONSES OF NEW WORLD PROPERTY TO 
GLOBAL WATER RESOURCES’ FIRST SET OF DATA REQUESTS 

DOCKET NOS. W-01212A-12-0309 ET AL. 

d. Admit that under Section 4.1, page 17 of the NWP ICFA, the f m t  $150 per 
EDU payment ($562,500) was for approval of the CC&N application. 

OBJECTION: NWP objects to Global Water Resources’ characterization of the 
ICFA between NWP and Global Water Resources as stated above. The ICFA 
speaks for itself and is the best evidence of its contents. Subject to this objection, 
NWP responds as follows: 

RESPONSE: Deny. Section 4.1 of the ICFA “describes the timing of payments 
for residential EDUs of $5,500 per EDU plus the CPI Factor, if applicable.” 

Admit that under Section 4.1, page 17 of the NWP ICFA, the second $150 per 
EDU payment ($562,500) was for approval of the MAG 208 amendment. 

e. 

OBJECTION: NWP objects to Global Water Resources’ characterization of the 
ICFA between Nwp and Global Water Resources as stated above. The ICFA 
speaks for itself and is the best evidence of its contents. Subject to this objection, 
NWP responds as follows: 

RESPONSE: Deny. Section 4.1 of the ICFA “describes the timing of payments 
for residential EDUs of $5,500 per EDU plus the CPI Factor, if applicable.” 

Admit that the items identified above are the only ones that have come due 
under the NWP ICFA to date. 

f, 

OBJECTION: NWP objects to Global Water Resources’ characterization of the 
ICFA between NWP and Global Water Resources as stated above. The ICFA 
speaks for itself and is the best evidence of its contents. Subject to this objection, 
NWP responds as follows: 

RESPONSE: Section 4.1 of the ICFA “describes the timing of payments for 
residential EDUs of $5,500 per EDU plus the CPI Factor, if applicable.” NWP 
admits that it has made payments to Global Water Resources to date totaling 
$1,000 per EDU under the ICFA. 

g. If you deny any of the above, explain in detail. 

RESPONSE: See above. 
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RESPONSES OF NEW WORLD PROPERTY TO 
GLOBAL WATER RESOURCES’ FmST SET OF DATAREQUESTS 

DOCKET NOS. W-01212A-12-0309 ET AL. 

2. Page 5 of the NWP ICFA states in part “Nothing in this agreement should be 
construed as a payment of principal, a contribution or advance to the utilities and 
will bear no repayment of any kind in the future, unless otherwise agreed by the 
Parties, except as otherwise required in this agreement.” 

a. Explain how this language is consistent with Mr. Igwe’s testimony that the 
ICFA funds should be considered CIAC. 

OBJECTION NWP objects to this data request on the grounds that it is vague 
and ambiguous. Subject to this objection, NWP responds as follows: 

RESPONSE: In the Rebuttal Testimony of Trevor Hill dated November 20,2009, 
in Docket Nos. SW-02445A-09-0077 et aZ., Mr. Hill testified that “Global has 
never contended that ICFAs are non-jurisdictional.” (Rebuttal Testimony of 
Trevor Hill at 2 1 , line 19). In other words, Mr. Hill acknowledged that ICFAs fall 
under the jurisdiction of the Commission. Thus, it is the Commission which has 
jurisdiction to determine whether ICFA funds should be considered CIAC. 
Statements contained in the ICFA are not dispositive of the issue, and the ICFA 
cannot preempt the Commission’s jurisdiction. 

Previously, in Decision 7 1878 (Docket SW-20445AO-09-0077 et aZ.), the 
Commission imputed millions of dollars of ICFA funds as CIAC, concluding as 
follows: 

Applicants request that the Commission put aside the normal regulatory 
ratemaking treatment of contributions that were given in exchange for 
utility service, because Global’s innovative means of collecting and 
spending the contributions allows it to pursue total water management 
goals. This Commission is tasked with protecting the interests of utilities 
and ratepayers alike, and this important task requires a carel l  balancing. 
One of the foremost tenets of ratemaking is unchanging, however, when 
making a determination that affects both utility and ratepayer, and that is 
the inclusion in rates of the cost of providing utility service. We must 
ensure that captive monopoly ratepayers pay for the costs of providing 
utility service, but no more. Part of that cost of service includes a fair and 
reasonable return to the provider of the utility service on funds that it has 
invested in the utility in order to provide reasonable and adequate service 
to its rate paying customers. Here, Applicants have not “invested” ICFA 
funds for the purpose of providing utility service. Rather, developers have 
provided ICFA h d s  to Global Parent which, commingled with equity 
and debt provided by Applicants’ parent company, have been used for the 
provision of utility service, whether through acquisitions, carrying costs, 
or plant construction. Allowing developer contributed funds to remain in 
rate base would require captive ratepayers to pay cants a return on 
developer-provided ICFA funds, which would ate fundamental 
ratemaking principles and would unjustly and unreasonably enrich 
Applicants at ratepayer expense. For the reasons set forth in the 
arguments of Maricopa, RUCO and Staff, Staffs CIAC adjustments are 
just, reasonable, and in the public interest, and will be adopted. (Decision 
71 878 at 30). 
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RESPONSES OF NEW WORLD PROPERTY TO 
GLOBAL WATER RESOURCES’ J!IFlST SET OF DATA REQUESTS 

DOCKET NOS. W-01212A-12-0309 ET AL. 

Mr. Igwe’s testimony is consistent with Decision 71878. The language from the 
ICFA quoted above is a statement of the parties’ intent with regard to payments 
made under the ICFA. However, as discussed above, the language of the ICFA 
does not preempt the jurisdiction of the Commission With regard to the treatment 
and characterization of funds received under the ICFA. 

b. Does NWP believe the NWP ICFA is still in force? 

RESPONSE: Yes. 

c. Does NWP believe it must comply with the language above. If not, explain 
why not. 

OBJECTION: NWP objects to this data request on the grounds that it is vague 
and ambiguous and calls for speculation. 

Please explain when and how NWP will cure its breach of the NWP ICFA in 
recommending and advocating that ICFA funds be considered CIAC‘ in 
violation of the language quoted above. 

OBJECTION: NWP objects to this data request on the grounds that it is vague 
and ambiguous and calls for speculation. Subject to this objection, NWP 
responds as follows: 

RESPONSE: NWP denies that it is in breach of the ICFA. 

d. 

3. Regarding Mr. Jellies’ testimony (page 8) that all ICFA funds should be put in a 
separate account controlled by the relevant subsidiary “to insure their availability 
at the time service is needed:” 

a. Does this recommendation apply to past funds or just future ICFA receipts? 

RESPONSE: This recommendation applies to future funds received under the 
ICFA. 

b. Admit that NWP could have bargained for such a provision in the NWP 
ICFA, but did not. 

RESPONSE: At the time that N W P  entered into the ICFA with Global Water 
Resources, it was not fully cognizant of the need to segregate the fimds it 
provided under the ICFA. Following the last rate case in Dockets S 
09-0077 et al., Global established separate ICFA bank accounts to address 
Utilities Division Staff ((‘Staff”) concerns regarding ICFA cash flows and the 
tracking of ICFA funds. In his pre-filed direct testimony in this case, Staff 
witness James Armstrong expressed Staff’s concern that ICFA funds received by 
Global Water Resources may not be available to meet the company’s obligations 
under ICFAs in fbture years. Mr. Armstrong testifies as follows: 
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RESPONSES OB NEW WORLD PROPERTY TO 
GLOBAL WATER RESOURCES’ FIRST SET OF DATA REQUESTS 

DOCKET NOS. W-01212A-12-0309 ET AL. 

4. 

The company’s response to STF-8.45 indicates that once the funds are 
initially placed in the segregated ICFA bank accounts, the funds are then 
transferred out of these accounts and combined with the Company’s 
general bank account. The company provided St& with “confidential” 
copies of bank statements related to this segregated account and a review 
of those statements confirms that the h d s  d sited into this account are 
routinely (and almost immediately) transferred out of this account and into 
what Staff presumes is the company’s general purpose bank account. 

The limited ICFA fee segregation steps taken to date by the Global Parent 
are not adequate. Prospectively, a portion of the fluture ICFA cash inflows 
need to be truly separated fiom the Global Parent’s general bank account 
funds. Not truly separating these h d s  only hei&tens Stafrs concerns 
regarding how the fitme commitments under the ICFA agreements will be 
financed. (Direct Testimony of James Armstrong at 1 8- 19). 

Mr. Armstrong further testified that Staff is recommending as follows: 

Staff recommends that the portion of hture landowner payments that 
would, in turn, be imputed as “hook-up fees” would need to be separated 
fiom the Global Parent bank accounts and placed into the accounts 
established for hook-up fees at the utility company level. Such funds are 
to be used ONLY for regulated watedwastewater entity infrastructure 
investment needs as delineated in the Hook-up Fee Tariffs. There are also 
other potential funds to be received in conjunction with main extension 
agreements that should be segregated as well at the utility level. 

Global Parent would not be allowed to “borrow’ these funds for its 
purposes. (Direct Testimony of James Armstrong at 19-20). 

Given Global‘s acknowledgement (as cited above) that ICFAs fall under the 
jurisdiction of the Commission, NWP assumes that Global will comply with 
Staffs recommendation if ordered by the Commission. 

Regarding Mr. Jellies’ testimony (Jellies Direct at page 10) that developers will 
simply pass through the cost of any ICFAs to the homeowners, does Mr. Jellies 
believe that the price NWP (or developers or homebuilders NWP sells to) passes 
through to future buyers of the NWP property will be based on NWP’s cost, or on 
the market price for the area? Provide all analysis and work papers that support 
the conclusion that developers will pass the costs along. 

RESPONSE: The pricing of homes is based on both developer costs and market 
conditions. Mr. Jellies’ testimony is based upon his 30 years of experience in real 
estate development. 

5. Please identify each investor in NWP. 

OBJECTION: N W  objects to this data request on the grounds that it seeks 
information which is not material or relevant to the subject matter of this rate case 
and is not reasonably calculated to lead to the discovery of admissible evidence. 
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RESPONSES OF NEW WORLD PROPERTY TO 
GLOBAL WATER RESOURCES’ FIRST SET OF DATA REQUESTS 

DOCKET NOS, W-01212A-12-0309 ET AL. 

6. 

7. 

8. 

9. 

10. 

Please identify each investor in Trust 8559. 

OBJECTION: NWP objects to this data request on the grounds that it seeks 
information which is not material or relevant to the subject matter of this rate case 
and is not reasonably calculated to lead to the discovery of admissible evidence. 

Provide W P ’ s  financial statements for the last three years, including balance 
sheets and income statements. 

OBJECTION: NWP objects to this data request on the grounds that it seeks 
documents which are not material or reIevant to the subject matter of this rate case 
and are not reasonably calculated to lead to the discovery of admissible evidence. 

Provide Trust 8559’s financial statements for the last three years, including balance 
sheets and income statements. 

OBJECTION: NWP objects to this data request on the grounds that it seeks 
documents which are not material or relevant to the subject matter of this rate w e  
and are not reasonably calculated to lead to the discovery of admissible evidence. 

Regarding Mr. Igwe’s testimony (Igwe Direct at page 4) that “ICFA funds 
constitute non-investor provided capital that should be accounted for as a reduction 
to rate base or CIAC”: Does NWP admit that not all CIAC is deducted from rate 
base? (Example: Unexpended hook-up fees under several recent tariffs.) If you 
deny, explain. 

OBJECTION: NWP objects to this data request on the grounds that it is vague 
and ambiguous and calls for speculation. Subject to this objection, NWP 
responds as follows: 

RESPONSE: NWP admits that there may be circumstances where it would not be 
appropriate to deduct CIAC from rate base. 

Mr. Igwe testifies (Igwe Direct at page 4) that &there are certain unresolved 
questions surrounding the legality of certain conduct and actions required under the 
ICFAs as described in W P ’ s  Petition.” 

a. What is NWP’s position regarding whether ICFAs are legal or not? 

OBJECTION: NWP objects to this data request on the grounds that it is vague 
and ambiguous and calls for speculation, Further, the data request calls for a legal 
conclusion. 

b. List each and every “unresolved question.” 

RESPONSE: The unresolved questions referenced in Mr. Igwe’s Direct 
Testimony are identified in the Petition for Declaratory Order filed by NWP in 
Docket W-02450A-13-0048. 
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RESPONSES OF NEW WORLD PROPERTY TO 
GLOBAL WATER RESOURCES’ FIRST SET OF DATA REQUESTS 

DOCKET NOS. W-01212A-12-0309 ET AL. 

11. 

12. 

13. 

Admit that ICFAs are legal. If you deny, provide a full explanation of each and 
every illegality. 

OBJECTION: NWP objects to this data request on the grounds that it is vague 
and ambiguous and calls for speculation. Further, the data request calls for a legal 
conclusion. 

Admit that the ACC has never declared the ICFAs illegal. If you deny, explain. 

OBJECTION: NWP objects to this data request on the grounds that it is vague 
and ambiguous and calls for speculation. Subject to this objection, NWP 
responds as follows: 

RESPONSE: NWP is unaware of any declaration in a decision of the Arizona 
Corporation Commission that ICFAs are illegal. However, NWP notes that in this 
rate case, Staff has made the following recommendation: 

Staff recommends that the Commission direct Global Parent to cease 
entering into new ICFA agreements. Staff believes there are entirely too 
many issues, risks, and unanswered questions related to the continuing 
reliance on new ICFA agreements as the means used to financially support 
regional water and wastewater infrastructure development. @irect 
Testimony of James Armstrong at 20-2 1). 

Admit that the ACC has never voided the ICFAs. If you deny, explain. 

OBJECTION: NWP objects to this data request on the grounds that it is vague 
and ambiguous and calls for speculation. Subject to this objection, NWP 
responds as follows: 

RESPONSE: NWP is unaware of any decision of the Arizona Corporation 
Commission which voids an ICFA. However, NWP notes that in this rate case, 
Staff has made the following recommendation: 

With regards to the receipt of fbture landowner payments under the 
existing ICFAs, Staff recommends that Global Parent be required to pay 
the hook-up fee out of the ICFA fees received. Such payment would need 
to be made to the appropriate underlying Global Parent Utility, and these 
hook-up fees would be maintained in separate bank accounts as required 
by the tariff. As previously noted, these funds could not be used by, or 
loaned to, the Global Parent and the funds must be used to support 
allowable infrastructure investments made by the regulated utility. The 
Global Parent Utilities must track the receipt and use of these funds in 
detail. * * * The Global Parent and Global Parent Utilities should submit 
a plan to the Commission for segregating these funds as well as other 
funds necessary to fund infrastructure to serve customers. (Direct 
Testimony of James Armstrong at 21 -22). 

It is not know at this time whether the above recommendation of Staff, if adopted 
by the Commission, would void one or more provisions of the IGFA. 
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RESPONSES OF NEW WORLD PROPERTY TO 
GLOBAL WATER RESOURCES’ BIRST SET OF DATA REQUESTS 

DOCKET NOS. W-01212A-12-0309 ET AL. 

14. Admit that the ACC has never found the ICFA unenforceable. If you deny, explain. 

OBJECTION: NWP objects to this data request on the grounds that it is vague 
and ambiguous and calls for speculation. Subject to this objection, NWP 
responds as follows: 

RESPONSE: NWP is unaware of any decision of the Arizona Corporation 
Commission which finds the ICFA between Global Water Resources and NWP 
unenforceable. 

15. Admit that the NWP ICFA was found legal and enforceable in a binding arbitration 
proceeding. If you deny, explain. 

OBJECTION: NWP objects to this data request on the grounds that it is vague 
and ambiguous and calls for speculation. Subject to this objection, NWP 
responds as follows: 

RESPONSE: The arbitration award and related legal documents in the arbitration 
proceeding referenced in this data request speak for themselves and are the best 
evidence of their contents. 

16. Mr. Igwe testifies (Igwe Direct at page 7) that the “Commission does not grant 
acquisition adjustments for recovery of goodwill o r  acquisition premium.” 

a. Explain how this testimony is consistent with Mr. Armstrong’s testimony 
that such adjustments are allowed subject to the requirements specified on 
page 28 of his testimony. (Armstrong Direct at page 23.) 

RESPONSE: In the Citizens Utilities Company Docket No. W-Ol032A-00-0192 
referenced in Mr. Armstrong’s Direct Testimony, the Arizona Corporation 
Commission did not authorize an acquisition adjustment but discussed criteria that 
would need to be met in order for a utility to seek an acquisition adjustment. The 
statement in Mr. Igwe’s testimony is a general statement acknowledging the 
Commission’s history against authorizing acquisition adjustments. 

b. Explain how this is consistent with Mr. Mease’s testimony that RUCO is 
“open” to discussing an acquisition adjustment with respect to the Sonoran / 
387 assets. (Mease Direct at page 29.) 

OBJECTION: NWP objects to this data request on the grounds that it is vague 
and ambiguous and calls for speculation. 

17. Please provide a copy of all workpapers, schedules and any other calculations used 
in your testimony, in electronic excel format with all formulas intact. 

RESPONSE: There are no workpapers, schedules or calculations used in Mr. 
Igwe’s testimony other than the rate case schedules referenced in the testimony. 
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RESPONSES OF NEW WORLD PROPERTY TO 
GLOBAL WATER RESOURCES’ FIRST SET OF DATA REQUESTS 

DOCKET NOS. W-01212A-124309 ET AL. 

18. Please provide a copy of all studies, reports or other documents referred to in your 
testimony. To the extent the document was obtained by Global, you may identify 
the document by bates number rather than providing a copy. 

RESPONSE: There are no studies or reports referenced in Mr, Igwe’s testimony. 
Commission decisions or testimony referenced in Mr. Igwe’s testimony are public 
documents available through the Commission’s E-Docket. 

01 6098\0001\10615388.1 
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1.0 EXECUTIVE SUMMARY 

The analysis performed herein will focus primarily on the existing physical conditions of waterline 
pipeline infrastructure for the Willow Valley Water Company, and provide the necessary detail and 
requirements to  obtain approval for the System Improvement Benefit (SIB). 

The information provided in this analysis includes the following main components: 

1. Distribution Svstem Characterization and Assessment 

Distribution System overview 
Distribution System Maps 
Plant material types, size, age, 
Identified System Issues 
Leak, break and repair history, and areas where replacement is most critical 
Water Loss 
Company measures to identify and reduce water losses 
Company meter maintenance program 
Criticality Analysis and Recommendations 

2. Five-Year SIB Plan to  Replace Aging Infrastructure 

. Recommended project description 
rn Justification for prioritization 
rn Project preliminary cost estimates 

SIB Project location Map 

3. Conclusion 

Conclusion and Recommendations for action 
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2.0 DISTRIBUTION SYSTEM CHARACTERIZATION AND ASSESSMENT 

2.1 Project Location 

Willow Valley is located in Mohave County, Arizona. The service area of the Willow Valley 
Water Company includes water services located within sections 21,23,27, and 35 of Township 
18N Range 22W. The vicinity map below provides a graphical representation of the location of 
the service area of the Willow Valley Water Company. 

il Figute 1 - Vicinity Map 

2.2 Water Treatment Distribution Systems: 

The service area of the Willow Valley Water Company is comprised of two water systems. 
These water systems are as follows: 

1. Cimarron Water System 
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2. King Street & Commercial Street Water System (supplied by a 
production facility known as Unit 17) 

These water systems are generally for residential use only, except that the Commercial Street 
Water System has approximately 23 service connections for commercial/industriaI users. The 
Commercial Street Water system was originally constructed in the early 1960’s, though a 
centralized water supply facility was constructed in the late 1990’s. The Commercial Street 
water system does not currently have an independent water supply, but is provided water 
from the Unit 17 water system through a 6-inch PVC transmission line installed in 
approximately 1998. 

Development of the King Street Water system also began in the early 1960’s, and steadily 
increased into the early 1980’s. Development of one small area a t  the eastern boundary of 
this area was begun in recent years, but was not completed, presumably due to  economic 
conditions. 

Development of the Cimarron Water system was initiated in 1990. Development has occurred 
steadily in this area, with improvements as recent as 2007. This service area is built out based 
on existing planning, though additional capacity in the system exists for potential expansion in 
the future. 

2.3 

2.4 

2.5 

Population 

There are approximately 280 residential service connections in the Cimarron Water System, 
1,419 residential service connections in the King Street Water System, and 137 residential 
service connections for the Commercial Street Water System. The Commercial Street Water 
System also has approximately 23 non-residential service connections. 

Demand 

Demands for residential users in the Cimarron Water System are approximately 131.8 gpd per 
home. Demands for residential users in the King Street and Commercial water systems are 
approximately 186.8 gpd. Demands for the commercial users are approximately 554.2 gpd per 
meter. These demands also include the water losses. As infrastructure is replaced, demands 
may become less due to  a reduction in water loss in the system. 

Service Area 

Though the service area for the Willow Valley Water Company is spread out over an area 
approximately 9 square miles, the elevation only varies from 467 ft amsl to  491 ft amsl, a 
difference of 24 feet. The service area is comprised primarily of residential users, though there 
is a small area of commercial/industriaI development that is also included. 

Potable water system maps have been created to depict the distribution system throughout 
the Willow Valley water company- please see the following Figure 2: 
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Figure 2 - Willow Valley Water Distribution Map 
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A critical system issue also noted is the age of the water distribution system valves, and their 
inability to operate. Inoperable valves and/or lack of valves leaves large segments of the 
system exposed in the event of a water main break or other service shut down. Due to the age 
and condition of the system, the areas of primary concern are within the older parts of the 
King Street and Commercial Street systems. In these areas, few of the valves installed are 
operable. It is recommended that replacement of these valves be initiated within the 5 year 
SIB program to minimize the number of services impacted by shutdowns in the system. 

I 

Water System Engineering Report for System Improvement Benefit (SIB) 

2.6 Distribution Waterlines: Material, Age, Size, Conditions: 

The distribution waterlines for King Street and Commercial Street water systems vary from 3” 
to 8“ in diameter, and include pipe materials of varying types of iron or black steel, certain 
types of plastic or PVC, and asbestos cement. In general, the oldest water lines in the system 
are 4-inch plastic and asbestos cement. The newer pipes (Newer than 1970) have a minimum 
diameter of 6-inches and are PVC. The majority of the system is comprised of pipes older than 
40 years. Field evaluation of the system by the operations staff has revealed that 
approximately 90% of valves are not operable. The inoperable valves are primarily located 
within the older pipe network. 

The distribution water lines for Cimmaron water system vary from 6” to 10” in diameter, and 
are all PVC. In general, the oldest water lines in the system are 4-inch PVC and asbestos. The 
majority of the system, including the wells and WDC were installed between 1990 and 1996. 
Two small developments to the north of Cimmarron Boulevard were added to  the system from 
2004 to  2007. 

During the line breaks that have occurred over the last several years, Willow Valley Operations 
Staff conducted a series of inspections of interior and exterior conditions of the existing 
infrastructure. The inspections have concluded that the infrastructure is fragile, severely 
corroded, and sub standard in specifications. Even repairing the line when it breaks is a very 
difficult task because the existing infrastructure is so fragile in nature. 

2.7 Distribution Waterlines: Known Systematic Issues: 

It has been identified that the potable water distribution systems do not currently provide 
proper looping capabilities as to  adequately support an alternative method to  supply 
customer‘s water during the event of a line break, and also result in water quality and water 
aesthetic issues. Several locations currently reside within the distribution system that creates 
a dead end point; therefore these customers are subject to frequent uncontrollable service 
interruptions when a line needs to be shut down during the event of a line break. 

It has also been identified that the water distribution lines for the residential properties in the 
King Street Water System are installed in the back yards of the property. Beyond the 
accessibility issues that often results in greater costs and time required to complete repairs to 
this infrastructure, this presents a potential public health situation in the event of a line break, 
as this is also where the septic fields are located for the residential properties. Given this exact 
condition which exists on the Gordon Street waterline, this waterline has been identified as 
the top priority project to  be executed in year 1 of the 5 year SIB program. 
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Another known system defect is the lack of fire hydrants in the system, as well as the sub 
standard installation and outdated models of the existing fire hydrants. The SIB plan takes into 
consideration the full replacement and installation of all new fire hydrants. 

2.8 Leak, Break and Repair History: 

A total of 21 line breaks have been documented and recorded with the Unit 17 water 
distribution system since 2010. These leaks are contributed directly from the aging 
infrastructure and their composition of substandard industrial materials. The information 
below describes how many line breaks have occurred each year since 2010: 

Year # Line Breaks: 
I 2010 I 5 I 
I 2011 I 4 I 

Total 21 

Two figures have been created to  depict the locations of line breaks that have been recorded 
since 2010, as well as indicate the years the line breaks occurred. The King Street water 
distribution system has been split into two sections- the East side and the West side as to 
provide enhanced details of the schematic. This system represents the areas in the system 
where most leaks (line breaks) have been recorded, and the area has been identified as the 
top priority for the 5 year SIB replacement program. In the exhibit you will also notice the 
identification of the five year SIB plan, and specifically detailing the sections of line to be 
replaced in priority: 
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Figure 3 - Leak Identification Map- West Side of King Street 
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Figure 4 - Leak Identification Map- East Side of King Street 
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Total G%n.WId Total Galton Pumped. 

2.9 Water Loss: 

System Water 
Leakage I 

Water loss has been documented in the annual ACC report, and is represented by the 
following tables per each water distribution system for the previous five years: 

2008 
2009 
2010 
2011 

Company Name: Willow Valley Water Company Inc 
Name of System: King Street and Commercial Street 

91,995 115,312 20.2% 
10 1,49 5 121,812 16.7% 
83,227 104,209 20.1% 
68,712 89,824 23.5% 

Total Gallon Said 
System Water 

Total Gallon Pumped Leakage 

2010 
2011 
2012 

Source: 2008-2012 Willow Valley Water Company Annual Report 

10,559 12,306 14.2% 
8,301 10,806 23.2% 
8,204 9,941 17.5% 

Company Name: Willow Valley Water Company Inc 
Name of System: Lake Cimmaron 

10.379 I 13.543 I 23.4% I 
1 2009 I 10,244 I 11,917 I 14.0% I 

Source: 2008-2012 Willow Valley Water Company Annual Report 

Comparing water consumption to water production reveals a large disparity. The average 
total water loss for the Unit 17 for the previous five years is in excess of 20%, and the average 
total water loss for the Cimarron system i s  18.5% for the previous five years. It i s  expected 
that these losses are largely due to  leakage and line breaks in an aging water system. 

Global Water has established a set of design criteria for water systems to ensure that 
adequate pressures and flows are available to  consumers without causing excessive wear in 
the system. These criteria are summarized below. 
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Value I Parameter 
j Minimum System Pressure (Peak Hour Demand) 40 psi p- _. ”__.__l_l II__ I^.”--^_ -~ --I__ II -1--- - --m--l_”II”_- * - ““-4 

[ Maximum System Pressure’ (Static) 80 psi 
l Minimum System Pressure (Max Day Plus Fire Flow Demand) 20 psi I 

r -  Maximum _ , ~ ~ ~  Pipe ----- Head ~~ Loss Gradient _LI-.”-I_-~ (Max Day Demand) llll-l.llllll--l-__l.- 6 ft/l,OOO ft “4 1 

6 fps 

8 lll_ ft/l,OOO ___^_--I f t  - ~ 1 

!--- ___ -______ - -_ . * _  _- - I 

__II_I___I_______I - -~~ I” I-.I -- -L__. _ _  _I 

____I__ - --- ---- II__ -___ I --4 

YMGimum Pipe Velocity (Max Day Demand) 5 fps 
i-- I--_ ___ I__ .-_l___ll.-----_l----.-_lI. ll_l^_-- --Ix--- - _ - I  i 

! 
c-.. ____ -_ I _  - - _- I--IIx - - _ _ _  ~ - .A’ 

Maximurn Pipe Velocity (Peak Hour Demand) 

Maximum ----~lxIII”ll-lI-_ Pipe Head Loss I Gradient (Peak Hour Demand) l_l-l__ I_--- ^ ^  

1 Maximum Pipe Velocity (Max Day Plus Fire Flow Demand) 

, -. I that m2yexperjence the_te pressures, __ . _ _ _ _  - ~ - i  

8fPS ~ i 
~_L--II_”---__II-- I - 1 1 - 1  l _ - l “  “I”“ --I__._ ---_I- I--_- “_ ___- . 1111 ~ 

1. Static pressures in excess of 80 psi may be permitted if individual PRVs are installed on all homes 

2.10 Meter Replacement Program 

As to  attempt to mitigate water loss in the system, Willow Valley Water Company embarked 
on a complete water meter replacement program for all water meter connections in the 
Willow Valley Water system. The replacement program consisted of the installation of a brand 
new water meters outfitted with an electronic endpoint at  each service location and 
implemented into an automated meter reading system. The replacement program was 
completed in 2010, so the entire meter population is sufficiently new as to not require a 
current ongoing replacement program. The Company will begin testing and as necessary 
maintaining, the few larger diameter meters in the coming year, and return the utility to a 
standard meter replacement program in the future.. 

2.11 Criticality Analysis and Recommendations 

Major system deficiencies have been identified in this analysis, as well as proof supporting the 
substantial amount of line breaks that have occurred and contributed to the hefty water losses 
that have been recorded over the past 5 years. In preparing the 5 year SIB plan to  replace the 
pipelines, the critical projects have been identified on the basis of this analysis. 

The next section outlines the details in the 5 year SIB plan, and we make the full 
recommendation that the utility initiate the first project beginning 2014. 

3.0 5-YEAR SIB PLAN 

3.1 Project Description and Justification for Prioritization 

The main goal of the 5-year System Improvement Benefit (SIB) will be to  replace the aging 
infrastructure within the King Street system. This will consist primarily of replacing all of 4-inch 
and 6-inch water mains as well as some service lines. A phasing plan will be developed to 
address repairs of the system identified with the highest criticality. Due to the size of the King 
Street area, it will be divided into two projects. Because of the age of the system, and the large 
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number of services affected, the King Street areas will be completed according to the 5-year SIB 
followed by the Commercial Street area, and finally the Unit 17 area in subsequent years. 

0 Year 1 (2014) - Gordon Drive Line Replacement- Constructed in the 1960s, this line 
replacement project was identified based on four critical criteria. First, the site accessibility 
to  the water lines runs through the backyards of residential homes and a t  times under 
private property, which complicates accessibly for maintenance of equipment and 
emergency repair services (See Figure -El). Secondly, sections of this main are known to be 
made of asbestos materials. As have other utilities, Global Water has strived to phase out 
asbestos-cement (ACP) from all i ts  utilities due to lack of availability of repair parts and 
health concerns. Third, this main has experienced seven line breaks in the past two years, 
making this line a costly asset to  maintain, while increasing disruption of service to 
customers served. And lastly, this line is known to be in contact vicinity of existing septic 
systems located in the back yards of homes served. Coupled with the extreme number of 
line breaks over the past two years, the inherent risk of cross contamination with septic 
systems in the vicinity has elevated the urgency of this project to the highest priority, and 
therefore will be completed in year one. The cost estimate for this line replacement is 
estimated a t  $211,491 and is detailed in Figure 5. 
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1 

Figure 5 - Gordon Drive Detailed Engineering Plan 
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0 Year 2 (2015) - Clearwater Drive Line Replacement- Constructed in 1960s, this line 
replacement project was identified based on three critical criteria. First, the site 
accessibility to  the water lines runs through the backyards of residential homes and at  
times under private property, which complicates accessibly for maintenance of equipment 
and emergency repair services and exposes a higher risk of property damage comparable to 
the other projects due to  the fact that this water line services two rows of homes (See 
Figure -El). Secondly, sections of this main are known to be made of asbestos materials. 
As have other utilities, Global Water has strived to phase out ACP from all i ts  utilities due to 
lack of availability of repair parts and safety concerns. Third, this main has been subject to 
a recent line break this year. Making this line a costly asset to maintain, while increasing 
disruption of service to customers serve. The cost estimate for this line replacement is 
estimated at  $171,022 and s detailed in Figure 6. 
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Figure 6 - Clearwater Drive Detailed Engineering Plan 
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0 Year 3 (2016) - A-Street Line Replacement- Constructed in 1960s, this line replacement 
project was identified based on three critical criteria. First, the site accessibility to the 
water lines runs through the backyards of residential homes and a t  times under private 
property, which complicates accessibly for maintenance of equipment and emergency 
repair services and exposes a higher risk of property damage comparable to the other 
projects due to  the fact that this water line services two rows of homes (See Figure -El). 
Second, this main has been subject to  three line brakes over the past two years. Making 
this line a costly asset to maintain, while increasing disruption of service to customers 
serve. The cost estimate for this line replacement is estimated a t  $145,040 and is detailed 
in Figure 7. 
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Figure 7 - A Street Detailed Engineering Plan 
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0 Year 4 (2017) - Wells Street Line Replacement- Constructed in 1960s, this line replacement 
project was identified based on three critical criteria. First, the site accessibility to the 
water lines runs through the backyards of residential homes and a t  times under private 
property, which complicates accessibly for maintenance of equipment and emergency 
repair services and exposes a higher risk of property damage comparable to the other 
projects due to  the fact that this water line services two rows of homes (See Figure -El). 
Second, this main has been subject to three line brakes over the past three years. Making 
this line a costly asset to  maintain, while increasing disruption of service to customers 
serve. The cost estimate for this line replacement is estimated a t  $133,701 and is detailed 
in Figure 8. 
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Figure 8 - Wells Street Detailed Engineering Plan 
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t b 

0 Year 5 (2018) - Kinnsway/Lark Lane/Border Lane Line Replacement- Constructed in 1960s, 
this line replacement project was identified based on four critical criteria. First, the site 
accessibility to  the water lines runs through the backyards of residential homes and at 
times under private property, which complicates accessibly for maintenance of equipment 
and emergency repair services and exposes a higher risk of property damage comparable to 
the other projects due to the fact that this water line services two rows of homes (See 
Figure -El). Secondly, sections of this main are known to be made of a combination of ACP 
and PVC materials. As have other utilities, Global Water has strived to phase out asbestos 
piping from all i ts  utilities due to lack of availability of repair parts and safety concerns. 
Third, this main has been subject to one line brake over the past three years. The cost 
estimate for this line replacement is estimated a t  $214,979 and is detailed in Figure 9. 
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Figure 9 - Kingsway/Lark/Border Lane Detailed Engineering Plan 
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8 

3.2 Detailed Cost Estimates and Summary 

The cost estimates were obtained using and accredited industry standard estimating source 
(RS Means) with an appropriate inflation factor to  bring the costs to current value. Also, the 
fees for Contingency and internal staff's time was adjusted as per the discussion on 20 August 
2013. We believe these numbers are conservative, but hold an accurate value for what should 
be estimated for each particular project. 

Multiple contractors were contacted and provided budgetary numbers for the projects 
identified in the 5 year SIB plan, and al l  costs were in excess of 15%-25% higher than the costs 
projected in our original cost estimates. We can add the contractor's cost to  our estimates if 
preferred. 

Please see the attached Figure 10 for the detailed cost estimates for the 5 year SIB project, and 
see Figure 11 for the summary table. 
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Figure 10- 5 Year SIB Detailed Cost Estimate 
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Figure 11- 5 Year SIB Cost Summary Table 
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3.3 SIB Water Main Replacement Map 

Please see Figure 12 as it is defined on the map for the locations specified within the 5 Year SIB 
Plan: 
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Figure 12- SIB Project Location Map 
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FIGURE 5 

.- EXISTING CVALVE 
I 

LEGEND 

EXITING 4' A!3SBESTOS CEMENT (AC) PIPE i 
MAIN ABANDON IN-PUCE i 

EXISTIN(I WATER VALVE 

NEW 1- OR T SERVICE UTERAI. 

NEWG PVC WATER YUN 

NEW GLOBE VALVE 

NEW FIRE WDRANT 

CIP noumARy UNE 
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FIGURE 6 



EXISTINQ WATER VALVE 

NEW 1- OR 2 SERVICE LATERAL 

NEW C W C  WATER Y U N  

NEW 0’ GLOBE VALVE 

NEW FIRE HYORANT 

CIP BOUNDARY LINE 

FIGURE 7 



FIGURE 8 



EXISTING WATER VALVE 

NEW 1’ OR T SERVICE LATERAL 

NEW 6’ PVC WATER MAIN 

NEW FGLOBE VALVE 

NEW FIRE HYDRANT 

CIP BOUNDARY UM 



FIGURE 10 
WILLOW VALLEY- 5 YEARSIB DETAILED CQSr ESTIMATES 

8/29/2013 



8/29/2013 
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FIGURE 11 

Year 2014 2015 2016 2017 2018 5-Year Total 

Plant units cost units cost units cost units cost units cost units cost 

Pipelines 1,626 S 93,630 1,805 S 98,669 1,447 S 79,124 1,328 S 72,668 2,478 $ 135,711 S 479,801 

Sewices 47 S 98.674 48 S 60.919 39 S 50,670 35 S 49.598 61 S 60.210 .$ 320,070 

Meters - $  - - S  - - s  - - $  - - s  - 

Hydrants 2 S 3,941 - S - s -  - S  - $ 3,941 

Valves 4 S 15,246 3 S 11,435 4 S 15,246 3 S 11,435 5 S 19.058 S 72,420 

Total S 211,491 SI 71.022 $145,040 $133,701 $ 214.979 S 876.233 
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FIGURE 13 

2014* 
2015* 
2016* 
2017* 
2018* 

Company Name: Willow Valley Water Company Inc 
Name of System: King Street 

Project 1 Completed 49% 
Project 2 Completed <16% 
Project 3 Completed 44% 
Project 4 Completed 42% 
Project 5 Completed 40% A 

WILLOW VALLEY SIB- HISTORICAL WATER LOSS TOTALS 

2008 - 91,995 115,312 20.2% 
2009 101,495 121,812 16.7% 
2010 83,227 104,209 20.1% 
2011 68,7 12 89,824 23.5% 
2012 66,696 87,516 23.8% 

Source: 2008-2012 Willow Valley Water Company Annual Report 

WILLOW VALLEY SIB-PROJECT FUTURE WATER LOSS 
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Item 

Services 

Meters 

Hydrants 

FIGURE 14 

Oesc Cost 

$34,682 dollars expended towards Capital Expenditure Projects to repair main breaks that occurred within the last S years and 
install/maintain necessary valves. $4,256 dollars spent in maintenance actlvltes on the pipeline Infrastructure 

S 38.939 

$1,949 ddlars spent on inrtalilnp new water services f 1.949 

$1,480 dollars spent on installing new meters S 1.470 

S9.97S dollars spent on installing/ malntainlng fire hydrants S 9.975 

Willow Valley- SIB Submittal 

5 YEAR HISTORICAL COSTS DETIAL 

Meters 

Hydrants 

Total 

$2,331 dollars spent on Installing new meters S 2.331 

$9,975 dollars spent on hstallng/ malntalnlng fire hydrants S 

S 31.249.85 

I I 
Total 1 IS 52.33258 

Item 

Pipliner 

S e r v ~ s  

Meters 

I 1 Oesc 

DeX Cost 

k s d o  dollars expended towards Capital ExpHxiitwe Projects to repair main breaks that occurred wKNn the last 5 years and 
instali/maintain necessary valves, $3,426.59 dollars spent In maintanace acthrlccr on the pipeline infrastructure 
No new services added this year 

$ 12,396 

$ 

$309,135 dollars spent on lnstalllnp ail n w  water meters at each service location- compkte meter replacement program $ M9.135 

5 $0 spent on Hydrants th is  year 

I I 
~.._.,I_.. 1$20,132 dollars expended towards Capital ExWnditure Prolects to repair main breaks that occurred w i t h  the last 5 wars and IS 27.591 

SaNices 

Meters 

Hydramr 

rlpelncr 
IlnstaiVmalnfaln necessary valves. 57.465.06 dollars spent In maintenance acthrltes on the pipallnc lnfrasvuaure I 

Services $1.22 dollars spent on installing new water servlces 1s 1.322 

$28,103 dollars expended towads Capital Expenditurn Projects to repalr maln breaks that occurred w i t h  the Ian  5 years and 
install/malntain necessary valves. $14.128.66 ddlan spent In malntenance activltcs on the pbeiine infrastructure 

$ 42.232 

s No new services added this year 

$29 dollars spent on installing all MW water meters this year and Sl.SU.98 In malntenance on new meterlng system maintenance $ 1,855 

$9,4U dollars spent on lnstalllng/ rnaintalning fire hydrano 5 9,425 

$33.524 dollars expanded towards Capltal Expndiiure Projects to repair main breaks that occurred within the tan5 years and 

No new services added this year 

$4,464 dollars spent on installing all new water meters th is  year, and $9,104.51 dollars spent on new meter system maintenance 13,569 

$2,119 dollars spent on lnstallihg/ malntahix fire hydrant% 5 2,119 

$ 48,434 

s 

$ 

Pipellms install/mintaln necessary valves. $14.909.76 dollars spent in maintenance accivites on the pipeline Infrastructure 

Services 

Meters 

Hydrants 

Total s 64,122 

2011 Historical Costs 
I cost Item Desc 

2012 Historical Costs 
Oesc con 



I Site Replacemmi Plant 

Estimated 
Sublocal 

Cost 
(by p m j 4  

. .  1. Provide nimi ive h v  RCD lacement PI- - Repllcunent of existing plant dmt has exceeded iu designated 
uschrl life and has w m  out M is in severe dHerionting condition 

. Replacement of existing plan1 to address excessive wh(cr loss 
(greater than 20%) 

- Replacement of existing plant fw other reasons detailed in SIB 
Engineering Repat 

2. provide m i v e  exDlainina whv this suunent of d u  
p&yi&Pleare reference Page lo in  SlB EngindngRepon. 

. .  

Pipe lenglhl 
Quantity 

Diamaed 
Size 

FIGURE 15 WILLOW VALLEY WATER COMPANY- KING STREET WATER SYSTEM 
SIB PLANT TABLE I - GORMlN DRIVE (2014) 

Information to be included with SIB-Eligible Project Notification 

I NARUC Replacement Plant Description (new plant) 
(SIB-eligiblc plant) 

eligible 
plant) I (location dacriptin) 

7 F - p  Mninr 
EXpfflCd 
In-Sewice 

Date 

Estimated 
Subtotal 

Coal 
@y NARUC 

ACa No) 

nfaence Pap 10 in SIB Engineering Repat. 

I Supply mains not included in this pmjca 

I 
I 

4 

5 

6 

7 

- 
- 

Estimated Total Cost 



- 
Pmjeu 
No. 

- 
I 

NARUC 
A c a  No. 
(SIB- 

WILLOW VALLEY WATER COMPANY- KING STREET WATER SYSTEM 
SIB PLANT TABLE I - GORDON DRIVE (2014) 

Information to be included with SIB-Eligible Project Notification 

ReplacemMc Plant Lkscription (new plant) 
(SIB-eligible plant) 

eligible 
plant) 

331 
TBD 
Mains 

331 

PipelengtN 
Quantity 

1,626 * 

Dilmaa/ 
Sire 

- 
6 

Material 

- 
PVC 

Installed 
CoslRmit 
(estimated) 

S66.96 

Si le 

Gordon Drive 

Replacuncnt Plan( 

- 
Expected 
InScrvicc 

Date 

- 
2014 

Estimled 
subtoul 
con 

@y NARUC 
AcaNo) 

Estimated Total Cost 

S108.876 

5108.876 

I .  p r V. 'v I '  - Replacement of eusting plant hat has exceeded its designated 
useful life and has worn out or is in severe dcIcrion(ing condition 

- Replaumea of existing plant to a d d m  excessive vmter leas 
(greater than 20%) 

- Replacement of existing plant fa other r u t m i  detailed in SIB 
Engincuing Repolt 

2. Provide namtive ' laininn whv this scmnent of 01 ant is a 
Please reference Page 10 in SIB Engineering R c p m  

. .  . .  
reduaion in ownll system ww 

loss, fwa water cutages due to reduction in main line breaks. 
brine infnsuuctun to cumnt standards. adds appmpriau 
wodang valves and hydrants to pmvide bcnn overall reMce to 
c u m e n .  

4 P  1 i n ' l  

3 5  

The detailed cnginaring drawings in the SIB E n g i d n g  Repon 
will ~ r ~ v e  that a11 WON is to replace exiatins failing infmmcture 
not tb provide new service l ind  for futum &lorn& 

' eddetrilaJ 
-. Please 5. ?id! - "" No. in Ihc WkQW 

n f m c e P a g c  lo in  SIB Enginwing Rcpm 

InsuU approximately 1.626 J J  d6-inch wuer main that will 
replace the existing warn main that is umsuuucd of4 inch 
Asbestos CcmcnI (AC) pipe. Also, 4 new valves will be installed 
at appropriate locntionr as to prwide adequate system isolation 
when necasmy. There have beem seven recorded mnin line 
br& on this sedon of water rn in  w u  the inst three years. 



WILLOW VALLEY WATER COMPANY- KlNG STREET WATER SYSTEM 
SIB PLANT TABLE 1 -GORDON DRIVE (2014) 

Information to bc included with SIB-Eligible Project Notification 
- 

- 
Prqcc: 
No. 

NARUC 
(SIB- 

plant) 

Acct No. 

digiblc 

- 
333 

Service 

1.- ivcwhv Rd8c- - Replacement of existing plant thu has acecdcd ilr designatal 
useful life md has worn out or is in severe denionling condition 

- Replacement of exitling plM: 10 address exastive water loss 
(grater than 20%) 

-Replacement of exisling plant for 0 t h  reasons detailed in SIB 
Engineering Repm 

2. &wide nnmtive exolaininr whv this m e n 1  of danl is 1 e Please reference Page IO in SIB Engineering Rcpm 

3. a 
benefit irtine eustoma~. ’ duetim in ownil system water 

. .  . .  

loss, Fewer water culagcs due to reduction in nuin line bruks. 
brings infraslnrchlre lo cum1 S8nd8rds, ad& appropriate 
wrking valves and hydrants lo pmvick bcncr overall suvice lo 
customen. 

4 ,~ 

PIS IO s u w  new c- 
Thc detailed engineering drpwings in Ihc SIB Engincuing Rcpon 
will pmve that all wmk i s  lo replace existing failing infmvuchlre, 
not to provide new s a v i a  lines for future customers 

in :he sub- 
P (he need for =. Please 

5. Provide ref- vaee No. 

rcfucnccPage IOinSIBEngincaingRcport 

Inarll approximately 6,078 LF of I ”  cappp savicer Ena lo 47 
scMce conneaiau fa this pmicCr 

. ... 

Replacement Plant 

Di.maer/ 
Size 

- 
Expected 
InService 

h e  

t.4nlCri.l lnuallcd 
COtcNnit  
(utima:ed) 

12.059 Gordon Drive 

COtcNnit  
(utima:ed) 

I 

2 
- 333 - 2014 - 

- 
S98.674 I-inch Gordon Drive 47 

3 I 

4 - 
5 

6 
- 

7 

8 

9 
- 

Estimated Total Cost 



WILLOW VALLEY WATER COMPANY- KING STREET WATER SYSTEM 
SIB PLANT TABLE I - GORDON DRIVE (2014) 

Information to be included with SIB-Eligible Proiect Notification 

NARUC 
Accc No. 

eligible 
plant) 

(S'B- 

Replacement PIMI Desctipciorr (new plant) Site 
(SIB-eligible plant) (location dcsuiplion) 

Replacement Plant I.  E!dhWm ivc whv R- - Repl.cwncnt d aisting plant that has ercctded iu dedgnated 
us&l life Md has wan oul or is in severe delenorating condition 

334 
Meters 

Expected 
In-Service 

Date 

- 

PipeIengW 
Quantity 

Estimated 
Subtotal 

COn 
@y NARUC 

ACU No) 

Giamnerl 
Size 

1 Estimated Total Cost 

Ma~nial lnsulled 
CmlNnil 

(estimated) 

Estimated 
sub lo^ 

con 
(by p m j w  

- Replacement of existing plant to address excessive wter Ims 
(sreaier than 20%) 

- Replacement of cxiaing plant for aha msms detailed in SIB 
Engineering Report 

2. Provide narrative uolaininn whv ihis xmml 
Plea% reference Page IO in SIB Engimcring Repm 

lacin= this Dlmt w i t  3. how rm 
i i  . reduction in overall system water 

-due to reduction in main line breaks, 
brings infnsbuchlrc to cumnt Ilmndard* adds appropriate 
working valves and hydnnu to pmvide bcner w d l  suviee to 
cuslomen. 

&3S.B f' extend 
4. Rovidc oflirmalion -1 Plnnt do- 

ine or -cave I ,  new cua- 
Thc detailed cnginanng dnwings in &c S1B Enginanng Repon 
will prove that all wak is to replace existing failing infrastructure, 
not to provide new service lines fa fuNre cyslmus. 

. .  

. ... 

. P l a n  
rclued 
w m i n n  he need I% 

reference Page I O  in SIB Engineering Rcpon 
I 

Mdm not insluded in this project 

, 



WILLOW VALLEY WATER COMPANY- KMG STREET WATER SYSTEM 
SIB PLANT TABLE I -GORDON DRIVE (2014) 

Information to be included with SIBEligiblc Project Notification 

Ace1 Na (SIB-digiblc plat)  

digible 
PW 

335 Pipelagthl 
Hydrants Q u M I ~ ~ ~  

335 2 

--t 
I 

- 
Diamuerl 
size 

- 
5-114 inch Camlrm I $1,970 

Site 
[Imnion description) 

~ ~~ 

Gordon Drive 

Replacement Plant 

Expeued 
In-Service 

Date 

- 
2014 

I Estimated Total Cost I 

~ ~ ~~ 

1- a t  Plant i s  nect%urv' 
. R e p l a m a t  d existing plant thrt hu a d e d  ita designated 
useful life and has worn cut or is in ICWR duetiorating 
condition 

- Replaccmmt of tuning plant to address acerdve water loss 
(greater than 20%) 

. Replacemat d a i s t i n g  plant Cot o h a  reams dnailed in  SIB 
Engineering RepM 

. .  2 '  -*"Ibis- e Please refma Page IO in SIB Enginwing Rcpon. 

IW~&DIMI will 
Rdvstion in ovmll system wtu 

3. provide M ~ I ~ U  ~&LQIQI how rm 

loss. f e w  mfu arw due IO reduction in main line breaks, 
brings infnnruclure to WIR~I standards, adds appropriate 
warking nlvsr and hydnno to pmvide bdl,a ovmll service ta 

. .  
. .  

mnomm. 

4- 
Ihe c a t s  f a  atendinn or -itiu to sewe new 

med engineering drawings in the SIB Engineering 
Rcpm will p m w  that all work is IO replaa aiming failin8 
infmstwmw not to provide new savice lines for fiun 
a l m m  

5. m e  No. in the submiud 
detailed -, 

Please referace Pa@ I O  in SIB E n ~ n a r i n p  RcpM. 

Install approximately two new fire hydnno to replace h e  
existing hydnno h a t  are not up to current standards and 
swcih&ns. 



FIGURE 16 

1 Estimated Total Cost 

Project 
No. 

I 

2 

3 

4 

5 

6 

7 

WILLOW VALLEY WATER COMPANY- KING STREET WATER SYSTEM 
SIB PLANT TABLE I - CLEARVIEW DR (2015) 

Information IO be included with SIB-Eligible Project Notification 

NARUC 
Acn No. 
(SIB- 

eligible 
P W  

309 
Supply 
mum 

Replacement Plant Description (new plant) 
(SIB-eligible plant) 

Pipe IengW Diamaerl 
Quantity Size 

I 

Material lnsulled 
CostRlnit 
(estimated) 

Replacement Plant 

Expected 
In-Service 

Dste 

Estimated 
Subtocsl 

cost 
(by NARUC 

Acct No) 

1. P m v i d e l a n t  is ncc-wly; - Replament of existing plant that has exccadcd its designated 
uKful life md has wrn out or is  in severe damonling condition 

- Replacement of existing plant to address excessive water loss 
(grr8ter than 20%) 

- Replaceman of misting plant for other rclwns dcuilcd in SIB 
Engineering R e p ?  

2. ’ Of d u l t  i s  a 
-Please reference Page 10 in S 1  Engineering Repon. 

nlant viu 3. how re 
M t  minim cusomea ’ duction in oven11 system WILCT 
loss. fewer water mugs due u) miucriar in main lime b d r .  
brings infNUUChlre to cum1 rUndards, adds appropriate 
working valves and hydranu to provide better wedl savice 10 

. .  

customers. 

mau for m c - v e  new wwnss. 
4 . a  . ... 
The detailed engineering drawings in the Sa Engineering Repat 
will prove that all work is u) replace existing failing infnsuucme. 
not to provide new service line for future customers. 

in the rubmind rktailpd . Please 5. Pmvide ref- No. 
the need T o  SIH 

reference Page 10 i n  SIB Engineering Rcpon 

Supply mains n a  included in this pmjea 1 



NARUC 
kcct N a  
(SB- 

digiblc 
plant) 

331 
T&D 
Mains 

- 
Expected 
In-Service 

Date 

201s 33 I 

Estimated Estimated 
Subtoul con 

COJt (bypmjecc) 
(bu NARUC 

Acct No) 

SI IO.lo3 

SI 10.103 

WILLOW VALLEY WATER COMPANY- KING STREET WATER SYSTEM 
SIB PLANT TABLE I - CLEARVIEW DR (201 5) 

Information to be induded witb SIB-Eligible Project Notification 

Estimated Total Cost 

(loeation damption) 

1 

160.99 Clearview Driw 4- 

Replacement Plant 1.- mtPI n t i  n . - ReplacaKnt of existing p l ~ t  that has e*eaded iu duigntted 
us&l life and h u  worn oul u is in xveredeterioncingandition 

- Replacement of existing plant IO address excessive water IOU 
(greater than 2W.) 

- Replacement of existing p l ~ t  for other reasons deuilcd in SIB 
Engineering Repon 

2. -on whv this . .  
Plare dercnu Rgc IO in SIB Engincaing RepM 

. .  . .  
RducDion in ovenll rynm watu 

3. -namtivene h w  

Imr. fewer water ar lagu  due to rcduc6on in main line brab.  
bringr infrutrunurc to c u m 1  SIM&~S, adds appmpriue 
working valva and hydranu to v i d e  boner ovcrall savice to 
customers. 

. .  

IOR u aoadinelU;i[ilia to serve new ewlpragz 
The detailed engineering. dnuings in the SB Engineering Repm 
will prove that dl worl; is u, replace existin8 failing infrtruclure, 
not to provide new ruvice liner for future c u t o m a .  

4 . L  

reference Page IO in SI6 Engincrring R c p l .  

lnrull approximately 1.1OS LF of6inch water main that will 
rrplscethecxistingwtermiinIhatiscmnruaed of4inch 
Asbestos Cement (AC) p i p .  Also, 3 new vdvu  will be installed 
at apprqriate loutions as to provide adequau system i d d i o n  
when necessary. 'Ihen was one rcccded mdn line brul; on this 
souion dwakr  nuin rcMdcd inthevcrr2013. 



WILLOW VALLEY WATER COMPANY- KING STREET WATER SYSTEM 
SIB PLANT TABLE I - CLEARVIEW DR (2015) 

Informntion to be included with SIB-Eligible Project Notification 

Site 
DDcition dcrcription) 

Replicemat Plant 1.- 
- Ksplacunat of uining plant chrt I u s  exceeded its designated 
useful life and has wan out or is in sevm d a u i d n g  ccndition 

Acd No. (SIB-eligible plant) 

eligible 
plant) - Ksplncemm of uirting plant to address excessive watex loss 

(srrrta than 20%) 

- Repllerment of existing plant for other rewns  detdled in SIB 
Estimated 
Subtoul 

Cost EnginmingRepan 

his sumunt of Dlant is a 2 Provide namtiw exaliinins! whv I PY P r O M  . .  
Please reference P a p  IO in SIB Engincaring Report. 

this D l m t  win 'vc exnlaininr ~- 
nduction in ovenll system wntu 

3. Provide narnb 

loss. fewer water wtagtr due to redunion' in main line bmlu ,  
brings infnstrvclurc to cumnl standards, adds appropriate 
mrrking valves and hydnnu to provide bcuu wen11 service to 
customers. 

4 PrmiOe allirmation that Reo lacanent Plant does nu include th 

The detailed agincwing drawings in b e  SIB Engineering Repat 
will p n m  that dl w d  is  to replace existing failing infrasuuchlrc, 
not to provide new service lines for fuhlre customen. 

in the submitt- 
, Plea= 

S. Provide reference 10 relrfLdpuv: No. 
Eneinmina Analvsis supppDinn the n d  for 
referace Page I O  in SIB Engincuing Repok 

' . .  

new 

333 PiplengW 
Service Q ~ ~ t i t y  

333 48 

Diameter/ 
Size 

Malerial Installed 
ConNnit 

(estimated) 

I 

s~,919 Install appmximatdy 4.647 LF of I'coppr savica l ino  to48 
service connections for this project. ' Clearvim Drive I-inch c o p p a  f 1.269 

+ 
rao.919 1 I 1 Estimated Total Cost 



Expected 
ln-&rvicc 

Dale 

Ptinsled 
Sublad 

c o s  
@Y NARW: 

A m  No) 

WILLOW VALLEY WATER COMPANY- KING STREET WATER SYSTEM 
SIB PLANT TABLE I - CLEARVlEW DR (2015) 

Information to be included with SIB-Eligible Project Notification 

NARUC 
Aca No. 
(sm- 

eligible 
P W  - 
334 

Meters 

Replacement Plant Ducr ip im (new plant) 
(SIBiligible plant) 

Site 
(loution description) 

Replacement Plant 1.- n: n . - Rcplrccmcnt of mising plant thrt has exceeded i o  designated 
useful life and has wom out or is in severe d a a i m t i n g  conditim 

- Replacuncnt of existing plant to address cxccrsive waw loss 
(gnaw than 20%) 

- Replacement of existing plant for other mmns detailed in s1B 
Engineering Repon 

Diamaa/ 
Size 

Pipe IengtN 
Quantity 

Material l n s ta U e d 
ConNnit 
(mimrlcd) 

lint is 4 whv this m c n t  d D . .  
2. Provide narrative e Please reference Page I O  in SIB Engineering Repat. 

laanr this nlant will 
' duclion in overall sym waw 

3. -iue mnl- M 
benefit e x m m  cusomq 
loss, fewer water w l a g a  due IO duct ion  in main line b n a l y  
brings infrastruchrrc 10 c u m l  standards. adds rppmpriuc 
wrking  valves and hydrants to provide bcaer overall wvicc to 

. .  
. .  

CUStOICUS. 

indude ~hp 4. Provide atTmat ia  &.&&,ccment Plant d m  n@ 
a m a n d i n e  &&mtomntw- 

The detailed enmncuina dnwinnr in che SIB Ennineerinp R m m  

... 

will prwe that 21 wwkb to rtpl;;cc &sting railing i n f m k & &  
not to provide new service liner for hnure customas. 

dsrsnce P a p  IO in SIB Engineering RCpe 

MdcK not included in this pmjea I 

2 

3 

- 
- 

4 

5 

6 
- 

Estimated Total Cost 



WILLOW VALLEY WATER COMPANY- KING STREET WATER SYSTEM 
SIB PLANT TABLE 1 - CLEARVIEW DR (201 5) 

Information to be included with SIB-Eligible Project Notification 

NARUC 
Accn Na 

eligible 
Plant) 

335 
Hydranu 

(sa- 
Replacement Plant 1. Provide nanat ive whv Rmlacanat PI- - Replacemenl of existing plan1 that has exceeded its designated 

uielul life and har rn CUI or is in stvve deteriorating 
MnditiOll 

- Replacemm of exisling plnnl to address olcusive watu loss 
( p i e r  than 20%) 

- Replament ofexisting plant for other rwsons detailed in SIB 
Eoginkring Repon 

2. p . t'v ' ' I f  . 

reduction in ovenll system warn 
3. p 

loss, fewer water snip due to reduerim in main line breaks, 
bringr infrasrusturc to cumnt rundwds, adds appmprialc 
working valves and hydrants to pmvidc better o v d l  setvice to 
CUsOmus. 

in-&& 
-1s for extcndins or e x o l d i n n  facilities to m e  
4.- not 

r n l e d  engineering drawings in the SIB engineering 
Rcpon will pmvc that all work is to rephe existing failing 
infmstruclurr. not to provide new service lines fa future 
customus. 

Please rcfercnce Page IO in SB Engineering Report 

. t h  . .  
. .  

w 
Quantity 

- 
Material 

- 
ExPCsled 
In-Service 
Dace 

Estimated 
Subtotal 
cost 

PY PmjCCt) 

CosvUnit 
(estimated) 

5. ome No in the 
&&ilcd hainat inn Anal- 
P l e x  rcfcracc P a ~ c  IO in SIB Engineering R c p m  

Hydrants not included in this project 

2 

3 

4 
- 

6 

7 
- 
- I Estimated Total Cost 



FIGURE 17 WILLOW VALLEY WATER COMPANY- KING STREET WATER SYSTEM 
SIB PLANT TABLE I - A STREET (2016) 

Information to be included with SIB-Eligible Project Notification 

NARUC 
Acct No. (SIB-eligible planl) 
(SIB- 

Replaument Plant Dacription (new plant) 

309 Pipe length/ 
Supply Quurtity 
Mains 

I 

Diamned 
Size 

Material lnsullnl 
CoslNnii 

(estimated) 

Site 
3aatim description) 

Replacement Plant 

Expected 
In-Service 

Date 

Estimated 
Subtotal 

CDSl 

@Y ~AIUJC 
A c a  No) 

I Estimated Total Cost 

I .  Ecpyide nanativt whv R W  P Imt is n e  
. Replacqncnt of existing plant that has acceded its designated 
usdul life and has worn out or is in yverc dacdorating condition 

- Replacement of exisling plant to address e x m s i w  water loss 
(grutcrthan 20%) 

. Replacement of existing plant for other reasons detailed in SB 
Engineering Repon 

2. Pravide mmtive ardaininn whv this ~pment of II lsnt is a 
8andrr; Please reference Page IO in S B  Engineering Repon. 

IOU. fewer water cutages due to rrduction in main line breaks, 
bfings infnnruwrc to cumnt smdds, adds appropriate 
working valves and hydranu IO provide beer overall service to 
customers. 

4 , P n d u d e  the 
-dins OT orr.ndrnaficll*rcr IO save new cu- 
The detailed engineering drawings in  be SIB Engineering Report 
will prow thn all work is to replace existing failing infrasuuaurr, 
not to provide new rcrvice lines f a  future customen. 

’ ed d e t n l d  
mneenna -inn tho need for SI&. Plean 

5 .  provide rde- 

refcrrncc Page 10 in SB Engineering Repon 

Supply Mains nolindudcd in this projffl 

. ... 

. .  



PrOjcU 
No. 

I 

WlLLOW VALLEY WATER COMPANY- KING STREET WATER SYSTEM 
SIB PLANT TABLE I - A STREET (2016) 

Information to be included with SIB-Eligible Project Notification 

NARUC 
Acct No. 

eligibk 
csp 
Plant) 

331 
TID 
Mains 

33 I 

Replacement Plant Description (new plant) 
(SIB-eligible p h i )  

'ipc IengtN 
Quantity 

1,441 

Diameter/ Material 
Size 

6 PVC 

Installed 
CosWnit 
(enimated) 

- 
365.21 

Expcaed 
In-Service 

Date 

A Street 2016 

Estimated Estimated 
Subtotal 

I 

Estimated Total Cost I 

1. Provide nimtive whv Reo lncuncnt Plant i s m  - RqJacunmt of exisling plant b t  has exceeded iu  designated 
us&l life and his worn out or is in severe dctmonting d i t i o n  

~ Replacement d existing plant to d d m  excessive water loss 
(greater thin 20%) 

- Rcplsmneni of existing plant for h e r  rurons detailed in SIB 
Engineering Repat 

2. Provide namt ive exdnininu whv this sement of dant is e e Plusc reference Page IO in SIB Engineering Repon. 

1 -Q how mIIE(Pethir alant will 
wefit exisha  . duct ion  in overall systan uater 
IOU. fnva water wuga due to reduction in main line b d r .  
bringr infnsmctum to current st~dadr. adds appropriate 
d i n g  valves and hydnns to provide better overall s&ce to 
CUSIOllxn 

. .  

Iant d m  
din* or m c  new customer& 

4. Pmvide afi-nt P 

The dcuiled eaginarinp dnmngr in the SIB Engincuing Rcpon 
will prwe that dl work is to replace existing failing infnsuucture, 
na to &de new service line for future CwComcR. 

... 

7 
P l u x  

5. 

refacnce Page IO in SIB En&$neainp Rcpm. 

to rcla~ed MIX No. in the . .  

lnnall appmimlely 1,447 LF of6-inch water main thal will 
replace the existing water main thu i s  cu~s~~acd of4 inch 
Asbestos Cement (AC) pipe. Also, 4 new v i l w r  will be installed 
at appropriate loutions as to pmvide adequate system isdation 
when nccpruy. There have b a n  thne rccaded main line breaks 
w this section ofwater main over the l a s ~  two y u n .  



WILLOW VALLEY WATER COMPANY- KING STREET WATER SYSTEM 
SIB PLANTTABLE I - A  STREET (2016) 

Information to be included with SIB-Eligible Project Notification 

Replacement Plant Dexription (new plant) 

projea 
No. 

- 
1 

E le Replacement Plant 

2 

(SIB-eligible plant) 

3 

4 
- 

(location dercriplion) 

5 

A street 

nARUC 
(sm- 
Plant) 

333 
SCrviCe 

4cu No. 

eligible 

- 

- 
333 

Expected Ltimatd Estimated 
In-Service Subtotal Subtotal 

Date cor1 COU 

Accl No) 
(by N A R W  @Y PmjecO 

2016 550,670 

Pipe lengthl 
Quanuty 

39 

Diamuerl 
Size 

I-inch 

lnrulled 
CollNnit 
(utimated) 

51.299 

SH),670 Estimated Total Cost 

1- - Replacement of a i n i n g  plm that has acceded its designated 
useful life and has wan out w is in ~ v n e  deteriorating condition 

. Replremen of exis~inj~ plmc to a d d m  excessive wtu IOU 
(gruta than 20%) 

- Replacement d a i s l i n g  plant fa other m s  ds(ailed in SIB 
Engineering Repm 

I n  i . .  2. 1 
~ P l s a ~ r e f e r c n c e P a g e  loin SIB ErigincrringRcpwr. 

aana this nlant wit  3. led 
raluclia in oven11 system w a w  b e f i t  airt ine 

Iws, fnva water axlags due to rcduclion in main line breaks, 
brings i n f m n u r e  (0 current standards, adds appropriate 
d i n g  valves and hydrants to provide beau ovcnll s m i c e  IO 
wsomm. 

dina M c.xnandmz fmhttes to serve new cu- 
4. Provide anmulipo that Rwluemen- 

The &ailed engincuing drawings in the SIB Engineering Repoi? 
will prove that all w d  is to replace existing failing infmnmaure. 
not to provide new m i c e  liner fa future MUHMR. 

5 .  PrcNide r&wuc to rdmd wae No. in 
k i n e a i n a  
reference Page I O  in SIB Engineerin6 Rcpat. 

Install approximately 3.894 LF of I" copper Mvica lines IO 39 
ruvice mnnkciona fa his project 

. .  
' 

. ... 

i I the need for . Plure 



WILLOW VALLEY WATER COMPANY- KING STREET WATER SYSTEM 
SIB PLANT TABLE I - A STREET (20 16) 

Information to be included with SIB-Eligible Project Notification 

NARUC 
A c a  No. 
(SIB- 

eligible 
plant) 

334 
Meters 

- 

- 

Replacement Plant I ErPridenamt IVC whv . Replacement of ain ing plant that has exceeded i ts designated 
usdul life and h u  worn w1 M is in styme d a m m i n g  condition 

- Rcplscma* of misting plan1 to address excessive vntn loss 
(pa ler  than 20%) 

- Replacement of existing plant for h e r  reasons detailed in SIB 
Engillcuing Reprn 

7 olant i s p 2 Provide nantive 
pinruy; Plurc reference Page IO in SIB Engineuing Repon 

duction in m l l  system wata 
3. Provide nanmive exolaininR how I- dant will 

10s. f e w  water artago due to Rduslion in mdn line breaks, 
brings inframrucfure to current standards. adds appropriate 
working valva and hydranu to provide bcnn ovenll service to 
wnomm. 

4 that R P  

. .  

. .  . .  . .  

Diamuu/ 
Sire 

- 

Material 

- 

Estimated 
Subtotal 

cost 
PY pmjem) 

CostNnit 
(estimated) 

n w  . ... 
-@ 

The d a i l e d  engineering drawing in the SIB Engincuing Rtprn 
will prove that all wxk is to replace existing failing infraslrucbrc, 
nM to provide new ruvicc lines for funrre N~~OIIICR. 

referact Page IO in SIB Engineering Repm 

Mum not included in  !his p m j a  

L Estimated Total Cost 



WlLLOW VALLEY WATER COMPANY- KlNG STREET WATER SYSTEM 
SIB PLANTTABLE I - A STREET (2016) 

Information to be included with SIB-Eligible Project Notification 

1 &timated Total Cost 

ReplacemeN Plmt Ducripcion ( O W  pl8nt) 
(SlB-eligible plant) 

Dimem/ 
Sin  

Material Installed 
CosuUnit 

(estimated) 

Replacement P l ~ t  

Estimated 
subtotal 

cost 

1. Provide nnnah 'Ye whv - Replacanent of existing plant rhrt hu ffaeded its dedgtuted 
us&l life md has wcm out or is in RWR dacrimting 
condition 

- Replacement of orining plant to address ffwsivc warn loa 
(snater than 20%) 

- R+canmt ofexisting plant for other reasons detailed in SIB 
E n p a r i n g   rep^ 

. .  
2. 

Plase reference Page 10 in SIB Engineering Repon 
. .  3. Wdc namt ive adaininP how 

benefit aistinp customra ' reduction in overall ryttun water 
las, fewa water ouuges due to duclion in main line breaks, 
brings infnwruccure to cumt  sUn&rds. dds appropriate 
working valves and hydrants to provide baler ovaall savice to 
WnMcls. 

-n facilities to XNC new 
4. Provide a f h w h d p l  Rda- 

m e d  engineorin8 dnmngs  in the SIB Enginemng 
Repon will p m w  that all wwk i t  to replace existing Idling 
infmslrucluyr not to provide new acrvicc lines fa fitlure 
C U I l O m e n  

~ l m t  

the need for SIR, 
5. Nn. in the &uhW 

P l a s e  reference Page IO in SIB E n g i n d q  Repor(. 

. .  

Hydnnts nQ included in this plqest 



- 

- 
Project 

No. 

- 
I 

2 

3 

4 

5 

- 
- 

6 

FIGURE 18 WILLOW VALLEY WATER COMPANY- KING STREET WATER SYSTEM 
SIB PLANT TABLE 1 - WELL STREET (2017) 

Information to be included with SlBEligible Project Notification 

NARUC Replacement PIMI Descriplion (new plant) Site 
Acct No. (SIB-eligible plant) (location description) 
Ism- 

309 pipe length/ 
Supply Quantity 
Mains 

* 

Dirnruer/ 
Size 

- 

Matuial 

- 

Installed 
CaUUnit 

(enimated) 

+ 

Replacement plant 

Estimated 
Subtotal 

c o n  
@y NARUC 

Acn No) 

Estimated Total Cost 

Estimated 
Subtotal 

c o n  
PY proj=O 

i . provide namt ive whv 
- Replacanent of aisting plant that has exceeded iU designated 
useful life and har \wqm out or is in mere dueriarating ccndition 

- Replacanent of existing plant 10 address excessive mter lass 
(greater than 20%) 

- Replacement of existing plant for other r w o n s  deuiled in SIB 
Engincuing Repon 

2. t i  
edPd0l;Please rcCerence Page IO in SIB Engmaing Repan. 

p 3. &.wide nnnnlive 
benetit ai- . reduction in ovenll rysian water 
loss, f e w  m e r  auugcr due m reduction in main line breaks, 
brings infnnNcDlrc m ulmt smdwds. adds appropriate 
working valves and hydnnu to provide better ovenll ruvice to 
cusomcn. 

4. ’ n a  include tk 
~~ i ” ’  

The d e u i l d  engineaing drawings in the SIB Engincuing Report 
will prove that all wwk is  to rqha existing failing infrasmwe, 
not to provide new service lines far fUNm eus(omu+ 

5. provide rdmnce 10 relw MYC No. in the 

reference Page lo in  SIB Enginaring Repon. 

Supply mains not included in this project 

. .  

niunecnnn -e the need for SIB. Plea= . .  



WILLOW VALLEY WATER COMPANY- KING STREET WATER SYSTEM 
SIB PLANT TABLE 1 - WELL STREET (2017) 

Information to be included with SIB-Eligible Project Notification 

NARUC 
A m  No. 

(sm- 

R e p l a m m i  plant Description (nm plant) 
(SIB-eligible plant) 

Replacement Plant 

t- 

1.- - Replacement of existing plant that has exceeded its ddgnated 
usdul life and has worm out or is  in w e r e  deteriorating uandition 

- Replacement of exisdng plant to address exassivc warn Imr 

i- 

eiigible 
PlW 
331 
TkD 
Mninr 

331 

Dimeled 
S i n  

PipclcnglN 
Quantity 

1.328 6 

Ewirnaud 
Cost 

(by project) 

s84,103 

Material 
(srpla than 20%) 

- Replicemen1 of existing plrnl for 0 t h  reasons detailed in SIB 
Engineering Repon 

2. Bovide narrative e x d m  whv this d alnnt 
ndeiru: Please dmcc Page 10 in SIB Engineering Repm 

. .  

. .  . .  
. reduelion in o v d l  system watm 

loss. fnua water wtagcr due to reduction in main line breaks, 
brings infnnructure IO eument standards. adds appropriaw 
working valva and hydranu 10 povide bmer overall service to 
eullmn. 

4 . c  

The detailed engineering dtrwingr in the SIB Engineering Repon 
will prove that rll work is !n replace existing failing infrasl~cwre, 
not (0 provide new service lined for rUtw customen. 

-. Please 
related p&x No. in t h e w  ; 

refercncePage10inS~EnginmingRepon 

lnsllll approximately 1.328 W d 6 i n c h  m l u m l i n  JIUVrill 
rrplacethcDdningwuamainthuiscoosuuaedd4inch 
Asbeaos Cement (AC) pipe. AI=. 2 new valves will be installed 
at IpprOprkk M o n s  u to provide adequate system isdation 
wha naxssay. “here have been three reccadcd main line brukr 
on this scnim of vatu main wu the 1st tw y a m .  

PVC 

Installed 
CorlRlnit 

(cslimated) 

s63.33 

Site 
[loution damption) 

Wdl Stmt 2017 

I Estimated Total Cost 

~~ 

f84.103 



NARUC 
Aect No. 

(SIB- 
digiblc 
plant) 

Project 333 
No. Service 

I 333 

2 

3 

4 

5 

6 

7 

8 

9 

Replacement Plant Duwiplion (new plant) Site Replacement Plant 
(SIB-digibk plant) (location description) 

WILLOW VALLEY WATER COMPANY- KtNG STREET WATER SYSTEM 
SIB PLANT TABLE I -WELL STREET (2017) 

Information to be included with SIB-Eligible Project Notification 

I .  &Q.& narntiw whv Rcolscana~t P w  
~ Rcplacment of existing plmt chat has acceded its desinnattd 

f49,598 

Estimated 
Submnl 
cost 

(by NARUC 
Acct No) 

hsull appmimrldy 3.909 L.F of I” copparaVicu liner lo35 
savice unncclions for this pmicct 

I us& life and has w a n  outor i s  in severe duerimring m k i o n  

- Replacement of existing plant to address acesuva water IOU 
(prrrter than 20%) 

- Replacnnem of existing plant for aher reasons detailed in SIB 
Engineuing Rcpm 

2. Provide Nrnu ‘ve 
&&&Please reference Page IO in SIB Engineering Repm. 

. .  whv this semmt d olant is 8 

how reol6cinc this olmt wib 3. Bnridr narntive ssQhmmn 
benefit existinct . duction in ovcnll synm water 
lws. fewer m e r  outagu due to reduction in main line brerks, 
brine infnnruuure to cum1 standards. adds appropriate 
working valves and hydnrds to provide bcncr overrdl savicc to 
cusomcm. 

p l i t i -  IO s w e  new cu- 
4 . ~ R ~ e o l a e a n ~ P l a n 1  drw nu 

The deailed mginening dnwingr in chs SIB Engineering Repm 
will prove that all w o k  is to replace existing failing infrasuucaue, 
not to provide new service lines for future customen. 

. .  

reference P a p  l o in  SIB Engincuing Repon 

I s49.sga 
Estiinated Total Cost 



WILLOW VALLEY WATER COMPANY- KING STREET WATER SYSTEM 
SIB PLANT TABLE 1 - WELL STREET (2017) 

Information to be included with SIB-Eligible Project Notification 

Replacement Plant NARUC Replacement Plml Dcrcripim (new plant) Site 

(SIB- uselul life and has worn a t  or is in severe duuionting condition 

- Rcplacunenl of existing plant to address excessive water loss 
@taler than 20%) 

- Replacement of existin6 plant for other reasons decaild in SB 
Engineering Repon 

iGZ7 
Sire 

- 
Material 

- 
Expected 
In-Service 

Dare 

- 

Estimated 
Subtotal 

Cost 
(by NARUC 

Aca No) 

lnnalted 
CosWnit 

(estimated) 

P i p  ten!@ 
Quantity 

his KPmml of D 
. .  

2.-hvt 
W P l a r e  reference Page 10 in SI8 Engineering Repart. 

. .  i i inn how -lhrr olant will 
reduction in ovedl systcm water 

3. 

loa. fewer water CUU~CS due to reduda in m i n  liM breaks, 
brings infrawructun to cumnt standards. adds appmprille 
working valves and hydrants to provide better ovenll =Nice IO 

customm. 

m n r f a r e x t c n d i n n c i l i t i n  to serve new c- 
4.pmvide 8 l T i p  

The delailed engineuing drawing in Ute SIB Engincuing Repat 
will pmve that all w k  is to repllesexisting hiling infrutruchm, 
nor o pmvide new so-vice lines for future customers. 

. .  

reference Page I O  in SIB Engineering Rspm. 

Maen not included in this prcject 

I 

I Estimated Total Cost 



NARUC 
Aut  No. 
(SIB- 

eligible 
plant) 

335 
Hydrants 

Material 

WILLOW VALLEY WATER COMPANY- KING STREET WATER SYSTEM 
SIB PLANT TABLE I - WELL STREET (2017) 

Informtion to be included with SIB-Eligible Project Notification 

Installed 
CorlNnit 

(estimated) 

Replacement Plant Descriptian (new plant) 
(SIB-eligible p h t )  

PiPilenytN 
Quantity 
- 

size 

Site 
~ocation description) 

Rcplacarcnt Plant 

Expected 
In-Service 

Date 

Estimated 
Subtaat 
con 

@Y NMUC 
Acb No) 

1 Estimated Total Cost 

I .  m d c  namtivc whv Rmhccmat  Rant is n- 
~ Replacement drx in ing  plant hat has exceeded its designated 
usdul life and has m out or is in xwe dtceriorating 
condition 

- Replacement of airt ing plant IO adddra~ excasiye watu loss 
(gmter than 20%) 

. Replacement dexining plant for a h a  masons duriled in SIB 
Engineering Repon 

2. kovide n m u  've exolaininm whv this s a t  mmt of olmt 
pdadry; Pleue ref- Page IO in SIB Enmncering Repod. 

. .  . .  
btnmeCn mi- reduction in ounll system w t a  
lop. fewer wltcr outages due to reduaion in main line breaks 
brinp infmxluclure to c u m t  sundrrds. adds appmpiate 
working valva and hydrants IO omvide batu overall r 4 c e  to 
customus. 

indud( 
ine facilities to m e  new 

4. Provide d a a  not 
)he cow fa or C X Q ~  

%?%led enginaring d n w i n p  in h e  SIB Engincuing 
Repon will prove hat all wak is IO replace existing failing 
infrartruciurr. not to provide new ravice l i n a  for ruturc 
customus. 

. .  3. p 

Pleax refumce P a p  IO in SIB Engineering Repon 



I- 

Replacement Plant Description (new plmu) 
(SIB-eligible plant) 

FIGURE 19 

Site 
(locuion desuipnon) 

NARUC Replacement Plant 

WILLOW VALLEY WATER COMPANY- KING STREET WATER SYSTEM 
SIB PLANT TABLE I - KING WAY, BORDER LANE, LARK LANE (2018) 

Information to be included with SIB-Eligible Project Notification 

I ,  Provide nMlivc whv - Replacanent d a i n i n g  plant that hu rxceedcd its designated 
useful life and has umrn out or i s  in severe deterionting condition 

Malerial PipslcngW 
Quantity 

Instilled 
CostNnit 

(estimated) 

Diameter/ 
Size 

I 

InServiee 
Date 

Ertimated 
Subtold 

COn 
@y NARUC 

Accl No) 

I Estimated Total Cost 

- Repl.canent of existing plant lo ddrcs excessive water lou 
(greater than 20%) 

Engineering Repm 

is 8 
. .  2. -U WhV [hi1 D h I  e Please reference Rge IO in SIB Engincuing Repon. 

reduction in owrnll synan water 
3. d i n t  will 

loas, femr water 0uIegcs due lo &lion in main line bruks. 
brings infnclmclure lo current amduds. adds appropriate 
working valves and hydnnls to pmvide bena ovenll service IO 
customers. 

.. . .  
cum- 

. .  

The deuiled engincuing dnwingr in the SIB Engiimering Repon 
vill prove that all work is u) replaa wining hiling idt -~t~cture.  
not to provide new smia l inu  for future cuslorners. 

. Please 
reference Page I I in SIB Engincuing Re-. 

~~ ~ 

Supply mains no( induded in Ms projecl 

c 



WILLOW VALLEY WATER COMPANY- KING STREET WATER SYSTEM 
SIB PLANT TABLE I-  KING WAY, BORDER LANE, LARK LANE (2018) 

Information to be included witb SIB-Eligible Project Notification 

Site 
(location duuip ion)  

Replacanent Plant 'VC whv Rcolaumau I . P r w i d c b  - Replacement of cxiuing plant hat has exceeded i u  daignaad 
useful life and has warn out oris in swue daerionlingundilion 

- Replacement of existing plant D address excessive w t e r  loss 
(greater than 20%) 

- Replacement of existing plant for aha m s  detailed in SIB 
Engincuing Repmi 

2. Prmide narrgliw exulpioinn whv th- of uhnt is 
&&Please mfucnce Page IO in SIB Engincaing Rcpon. 

Ininn hmv ' this nlant will 
bed i t  ex- reduction in overall synm wter 
3. exola 

loss, fewer water outages due IO reduction in mun line breaks, 
bnn@ infnrvuchlrr ta cumt sundards. adds appropriate 
wwking valves a d  hydnnu to pmvidc benu overall mice to 
CURomeR. 

m m  
4.pmvidc affirmation I-Plani d w  

The dclaild c n g i n d n g  dnwings in h e  SIB En&&ng Repm 
will prove that all work is M replace existing failing infnsuucare. 
nol to v i d e  new savia l i n e  fa future c w o n u ~  

. .  

. . .  

ACCI Na (SIB-digible plant) 

digiible 

- 
EXpceCCd 
In-Sewice 

Date 

lnrclllcd 
ConRTnit 

latimatedl 

Estimated 
Subtotal 

COR 
(by NARUC 

A m  No) 

Estimated 
C S l  

by Proj-4 

in thc 
E n p n a n n a  for m. Please 
5.9fwid.c reference to dated ram No. 

referenu Page 1 I in SIB Engincuing Repon. 

InHall 8ppmximaldy 2.479 LF of€+& water main th.t will 
replace the existing water main hit is c ~ l ~ ~ c t e d  of4 inch 

2.479 =I= King Way. Bordu 
Lane, Lark h n e  

Asbestos Cement (AC) pip.  Also, 5 new valves will be installed 
at appropriate localions as to provide adequate s y m  isolation 
h e n  necessary. Them have k e n  one recorded mun line b r u b  
on this section oflntu main ova the last two y u o .  

I 6 PVC s62.43 5154.769 

I 

$84,103 
Estimated Total Cost 



NARUC Rcplacancnt Plan1 Dueriplion (new plant) sile 
Accl No. (SB-cligible plant) (location description) 

333 61 

WILLOW VALLEY WATER COMPANY- KING STREET WATER SYSTEM 
SIB PLANT TABLE I - KiNG WAY, BORDER LANE, LARK LANE (201 8) 

Information to be included with SIB-Eligible Project Notification 

Replacement Plant 1. ~ m l i v c  whv R- - Replacement af aining plant &at ius exceded its designated 
ustFul l i fe and has warn M OT is in mere daerimtin8 condition 

- Replacement of existing plant 10 address e n ~ d v c  WIIY lass 
(grciter than 20%) 

-Replacement of existing plant far aha reasons detailed in SIB 
Engineering Repon 

2. Ecpripc namu 've anlaipioa whv ih i i  reglllcnt of D Ian1 is a 

'I( 3. Provide namt ive anlaininn how r- nlmi WI 

bendit i s h  an- . reduction in m l l  system mta 
loss. fewer water outages due IO reduction in main line breaks. 
bringa infrastmmre IO current rundank. adds appropriate 
working valves md hydrants to provide beaa wmll m i c e  IO 
cunamen 

-la nt docs 
~ a o a n d i n p f a d l i 6 ~ 1 0 s ~ n c w ~  
4. ' 

The ddailed cngincwing dnmngr in the SIB Enpincuing R e p  
will prove Ihu all wwk is to replace existing failing infnsuucnuc, 
no( to provide newsmice liner for fuNre u l m ~ n .  

5. i 

rcfcrcnec Page I I in SIB Engineering Repcn. 

Please reference Page IO in SIB Engineering Rcpon. 
. .  

i detailed e e ; 2 ; 2 g  . PlcaR . .  

eligible 
plant) - 

Project 
NO. 

- 
I 

Di.mctcr/ 
Sirc 

- 
1-inch 

CoslNnit 
(estimated) 

Subtotal 
cast 

@y NARUC 
Ace No) 

Install appmimalcly 4,176 LF of I" coppu services lina IO 61 
wrvicc connestions for this project. 560,210 

2 

3 

4 

5 

- 
- 

6 

7 

8 
- 

9 

s60.210 
Estimated Total Cost 



WILLOW VALLEY WATER COMPANY- KING STREET WATER SYSTEM 
SIB PLANT TABLE 1 - KING WAY, BORDER LANE, LARK LANE (201 8) 

Information to be included with SIB-Eligible ProMt Notification 

Replacement P l m  NARUC Replacement Plant Drrcripion (new plant) Site 
Aca No. (SIB-eligible plant) (location description) 

I. w a n a t i v e w h v  Re- - Replacement of existing plant that h e  exceeded its designated 
urelul life and has worn cut or is in w e r e  dnmorating wndition (sm- 

eligible 
plant) 

334 PipelcngtN 
Meters Quanlily 

Estimated 
Subtotal 

Corc 
@Y projw 

1 

- Replacement of existing plant IO addrws nrcerrive WIU loss 
(greater than 20%) 

- Replacement of mining plant fa other r e m s  detailed in SIB 
Enginwing Repon 

2. Pnwide narrative alrlninina whv tlut smmt of nlanLirp . .  
Please reference Page IO in SIB Engincaing Rcpon 

acinn thin nlant will 3. lh&kmral ive anlaininn how rad 

loss, f e w  wtcr autagu due to rcduclion in main line breaks. 
brings infrastructure to c u m l  standards, adds appropriate 
working vulva md hydnnu to pmvide bener overall sailu to 
customers. 

. .  
b e f i t  i- . reduction in ovuall rysmn WIU 

4 . 4  

The detailed engincuing dnwingr in the SIB Enginwing Repat 
will p m w  that all w k  is to replaw existing failing infnrmmre, 
not IO provide new service lims for future custmers 

5. povide rcfe- mne No. in the 

referencePap I I in SIB Engineering Report. 

Mnm not included on his  project 

&&&&&!$ 
s u o m i n a  the need for . Please 

I 

Malaid Inslalled 
C o s m i t  

(estimated) 

+ 

Expected 
In-Service 

Date 

- 

EStimplCd 
Subtolal 

COS 
@y NARUC 
A W  No) 

I Estimated Total Cost 



Prq’ect 
No. 

NARUC 
Acst No. 

eli@ble 
plant) 

335 
Hydnnlr 

csp- 
Replremcnt P l ~ t  Dercriplin (new plant) 

(SIBsligiblc plant) 
Site 

(location description) 
Replacement Plant 

Estimated ~ 

Subtotal 
Con 

(by project) 

I .  p ’ 

~ Replacement of existing plant that Ius r r a a l c d  its designated 
us&l life and has \uom cut or is in iewm dnoionting 
condition 

- Replacsnrwc of a i d i n g  plant to address excessive water IOU 
(smter I ~ M  20%) 

- ~ l a c e m e n l  of existing plant for othareaxms duailed in SIB 
Engmemng Repon 

2 provide narntive exnlainlne whv this seclment of 0- 
~ P l e u c r c f u e n c e P a g e  IOinSIBEngi&ngRepor~ 

. .  . .  
reduction in ovenll system water 

3. p 

loss, fewer water cutages due to mfvaim in main line breaks, 
bring infnnruaure IO cument d m d d s ,  ulb appropriate 
warking valves and hydnnta to provide b a r n  overall ruvicc IO 

. .  

cuslmen. 

’ E facilitirr to m e  new the CMLS fpr extendinn or e n  

med engincoing drawings in he SIB Engineering 
Repon will p m w  that all work is Lo replace existing failing 
infrartnraui. not to provide new service lines f a  bum 
customen 

4 . ~  

WILLOW VALLEY WATER COMPANY- KING STREET WATER SYSTEM 
SIB PLANT TABLE 1 - KING WAY, BORDER LANE, LARK LANE (201 8) 

Information to be included with SIB-Eligible Projcct Notification 

DiMlccer/ 
Size 

Inslalled 
ConRFnit 

(&mated) 

Expected 
In - S e mi c e 

Date 

5. DaPe No. in the 
b a i l e d  Endrem na AnJlvsir 
Please refcrrncc Page I I in SIB Endneering R c p ~ .  

’ P d e  n a d  rm SIQ. 

I 

Hydrants no1 included m this project , 
I 

2 

3 

- 
- 

4 

5 

6 
- t 7 

Estimated Total Cost 



RUCO Question #1: 

Response: 

RUCO Question #2: 
Response: 

Question #3: 

Response: 

Question #4: 

Response: 

Please provide a map showing where the SIB replacement projects are located 
within your CC&N. 
See attachment labeled Figure 14 which shows the location of the CC&N 
boundaries and the general location of the SIB projects. The location of the SIB 
projects is noted a t  the upper left hand corner: “See Figure 15 for 5 Year SIB 
Area.” Figure 15, also attached, shows this portion of the CC&N in detail. 

Please identify the size of the existing pipe that is being replaced. 
The size of the existing pipeline is currently 4”. The SIB pipeline replacement 
program will abandon the existing 4” pipeline infrastructure and replace it with 
new 6” pipeline infrastructure. The upsizing of infrastructure to 6” will provide 
several benefits to only the existing customer base, and are detailed as follows: 

1. Provide more adequate fire protection in the area; 
2. Adhere to Global Water’s standard specification which dictates that 

a minimum 6” waterline is to  be utilized for new pipeline 
installations; 

3. The cost difference between 4” and 6” material and installation 
labor is minimal or even non-existent; 

4. Provide better overall pressure sustainment to existing customers 
utilizing a properly sized 6” waterline; and 

5. Availability of parts for 6” infrastructure is more readily available 
than 4”. 

The intention of upsizing the infrastructure is t o  provide better service to the 
existing customer base. It is not the intention to  provide service to additional 
customers and/or developments in the future. The system benefits will strictly 
go to the existing customer base only. The location is a t  the edge of the CC&N 
(which borders Fort Mohave Indian Reservation land) in an area that is already 
fully developed, with no opportunity for growth or expansion. 

Please confirm the size of the pipe that is being installed for each project 
included in the SIB request. 
Al l  new pipeline infrastructures to be installed per the SIB project plan are 6”. 
This is described in Figure 10 of the Water System Engineering report for SIB. 

We have also provided a copy of Figure 10 your review. 

Please identify the lots involved with the SIB by APN, map-book-lot as recorded 
with Mohave County. 
Please see the attachment labeled Figure 13, showing the SIB by APN. 
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BEFORE THE A R . I & P p f W T I l  

COMMISSIONERS 
BOB STUMP, Chairman 
GARY PIERCE 
BRENDA BURNS 
BOB BURNS 
SUSAN BITTER SMITH 

t'\Z CORP COMMjSSlOf; 
DOCKET CONTROL 

IN THE MATTER OF THE APPLICATION OF 

FOR THE ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES FOR UTILITY 
SERVICE DESIGNED TO REALIZE A REASONABLE 
RATE OF RETURN ON THE FAIR VALUE OF ITS 
PROPERTY THROUGHOUT THE STATE OF ARIZONA 

VALENCIA WATER COMPANY - TOWN DIVISION 

IN THE MATTER OF THE APPLICATION OF 

COMPANY FOR THE ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES FOR UTILITY 
SERVICE DESIGNED TO REALIZE A REASONABLE 
RATE OF RETURN ON THE FAIR VALUE OF ITS 
PROPERTY THROUGHOUT THE STATE OF ARIZONA 

GLOBAL WATER - PAL0 VERDE UTILITIES 

IN THE MATTER OF THE APPLICATION OF WATER 
UTILITY OF NORTHERN SCOTTSDALE, INC. FOR A 
RATE INCREASE 

IN THE MATTER OF THE APPLICATION OF 
WATER UTILITY OF GREATER TONOPAH FOR 
THE ESTABLISHMENT OF JUST AND REASONABLE 
RATES AND CHARGES FOR UTILITY SERVICE 
DESIGNED TO REALIZE A REASONABLE RATE OF 
RETURN ON THE FAIR VALUE OF ITS PROPERTY 
THROUGHOUT THE STATE OF ARIZONA 

IN THE MATTER OF THE APPLICATION OF 

BUCKEYE DIVISION FOR THE ESTABLISHMENT OF 
JUST AND REASONABLE RATES AND CHARGES FOE 
UTILITY SERVICE DESIGNED TO REALIZE A 
REASONABLE RATE OF RETURN ON THE FAIR 
VALUE OF ITS PROPERTY THROUGHOUT THE 
STATE OF ARIZONA 

VALENCIA WATER COMPANY - GREATER 

An'z9na Co~.cz"cn Ccriiiiiiission 
DOCKETED 

SEP - 4 2013 

Iocket No. W-0 12 12A- 12-0309 

IOCKET NO. SW-20445A-12-03 10 

locket Nos. W-03 720A- 12-03 1 1 

IOCKET NO. W-02450A- 12-03 12 

bOCKET NO. W-0245 1 A- 12-03 13 

NOTICE OF FILING WILLOW 
VALLEY WATER CO. 
REVISED KING STREET MAPS 
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IN THE MATTER OF THE APPLICATION OF 

;OR THE ESTABLISHMENT OF JUST AND 
XEASONABLE RATES AND CHARGES FOR UTILITY 
SERVICE DESIGNED TO REALIZE A REASONABLE 
U T E  OF RETURN ON THE FAIR VALUE OF ITS 
’ROPERTY THROUGHOUT THE STATE OF ARIZONA 

3LOBAL WATER - SANTA CRUZ WATER COMPANY 

N THE MATTER OF THE APPLICATION OF 
WILLOW VALLEY WATER COMPANY FOR THE 
ESTABLISHMENT OF JUST AND REASONABLE 
RATES AND CHARGES FOR UTILITY SERVICE 
DESIGNED TO REALIZE A REASONABLE RATE OF 
RETURN ON THE FAIR VALUE OF ITS PROPERTY 
rHROUGHOUT THE STATE OF ARIZONA 

DOCKET NO. W-20446A-12-03 14 

DOCKET NO. W-01732A-12-03 15 

NOTICE OF FILING 
WILLOW VALLEY WATER CO. 
REVISED KING STREET MAPS 

Global Water - Palo Verde Utilities Company, Global Water - Santa Cruz Water 

Company, Valencia Water Company - Town Division, Valencia Water Company - Greater 

Buckeye Division, Water Utility of Greater Tonopah, Willow Valley Water Co. and Water Utility 

of Northern Scottsdale (collectively, the “Global Utilities”) and Global Water Resources, Inc., 

Hassayampa Utility Company, Inc., Global Water - Picacho Cove Utilities Company and Global 

Water - Picacho Cove Water Company (collectively, the “Global Intervenors”, and with the 

Global Utilities, “Global”) provide notice of filing the Revised King Street Maps Figure 3 and 

Figure 12 for the SIB Engineering Report. The maps were revised to incorporate changes 

requested by Commission Staff. 

RESPECTFULLY SUBMITTED this 4” day of September, 201 3. 

ROSHKA DE WULF & PATTEN, PLC 

BY 4dbLhT Michael w a t t e n  

Timothy J. Sabo 
One Arizona Center 
400 East Van Buren Street, Suite 800 
Phoenix, Arizona 85004 

Attorneys for Global Utilities 
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Original +I 3 copies of the foregoing 
filed this 4" day of September 2013, with: 
Docket Control 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, A2 85007 

Copies of the foregoing hand-deliveredmailed 
this 4* day of September 20 13 to: 

Dwight D. Nodes, Esq. 
Assistant Chief Administrative Law Judge 
Hearing Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, AZ 85007 

Janice Alward, Esq. 
Chief Counsel, Legal Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, AZ 85007 

Steven M. Olea 
Director, Utilities Division 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, A2 85007 

Garry D. Hays, Esq. 
The Law Ofices of Garry D. Hays, PC 
1702 East Highland Avenue, Suite 204 
Phoenix, AZ 85016 

Jeffrey W. Crockett, Esq. 
Brownstein Hyatt Farber Schreck, LLP 
One East Washington Street, Suite 2400 
Phoenix, Arizona 85004 

Daniel W. Pozefsky, Esq. 
Chief Counsel 
Residential Utility Consumer Office 
1 1 10 West Washington Street, Suite 200 
Phoenix, Arizona 85007 

Lawrence V. Robertson, Jr., Esq. 
Of Counsel, Munger Chadwick 
P.O. Box 1448 
Tubac, Arizona 85646 
Attorney for the City of Maricopa 

Denis M. Fitzbibbons, Esq. 
Fitzgibbons Law Offices, P.L.C. 
1 1 15 E. Cottonwood Lane, Suite 150 
Casa Grande, AZ 85 122 
Attorney for the City of Maricopa 

Willow Valley Club Association 
c/o Gary McDonald, Chairman 
1240 Avalon Avenue 
Havasu City, A2 86404 

Steven P. Tardiff 
44840 W. Paitilla Lane 
Maricopa, AZ 85139 

Andy and Marilyn Mausser 
20828 North Madison Drive 
Maricopa, A2 85 138 

Robert J. Metli, Esq. 
Munger Chadwick, PLC 
2398 E. Camelback Road, Suite 240 
Phoenix, Arizona 85016 

Barry W. Becker 
Bryan O'Reilly 
SNR Management, LLC 
50 S. Jones Blvd., Suite 101 
Las Vegas, Nevada 89107 

3 



b 

1 

I_ 

2 

3 

... . - - 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 
! 

22 

23 

Michele Van Quathem, Esq. 
Ryley Carlock & Applewhite 
One North Central Avenue, Suite 1200 
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William P. Sullivan, Esq. 
Curtis, Goodwin, Sullivan,Udall & Schwab 
501 East Thomas Road 
Phoenix, AZ 85012-3205 
Attorney for the Willow Valley Club 
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BEFORE THE ARIZONA CORPORATIOh 

c0MMIss10NERs Mzona Corporation Commission 

BOB STUMP - Chairman DOCKETED 
JUN 2 7 2013 GARY PIERCE 

BRENDA BURNS 
BOB BURNS 
SUSAN BI'ITER SMITH DOCKETED Fsy 

[N THE MATTER OF THE APPLICATION OF 
ARIZONA WATER COMPANY, AN ARIZONA 
CORPORATION, FOR A DETERMINATION OF 
I'HE FAIR VALUE OF ITS UTILITY PLANT AND 
PROPERTY AND FOR ADJUSTMENTS TO ITS 
RATES AND CHARGES FOR UTILITY SERVICE 
FURNISHED BY ITS EASTERN GROUP AND 
FOR CERTAIN RELATED APPROVALS. 

DOCKETNO. W-O1445A-11-0310 
- 

DECISION NO. 73938 

PHASE 2 
OPINION A N D  ORDER 

BATE OF HEARTNG: 

?LACE OF I-IEAFUNG: Phoenix, Arizona 

OMINISTRATIVE LAW JUDGE: Dwight D. Nodes 

WPEARANCES: Mr. Steven A. Hirsch, BRYAN CAVE LLP, on behalf 
of Arizona Water Company; 

Mr. Timothy J. Sabo, ROSHKA DEWULF & PATTEN, 
PLC, on behalf of Global Water Utilities; 

April 8 and 11,2013 

Mr. Michael T. Hallam, LEWIS AND ROCA LLP, on 
behalf of EPCOR Water Arizona, Inc.; 

Mr. Michael M. Grant, GALLAGHER & KENNEDY, 
P.A., on behalf of Arizona Investment Council; 

Mr. Jay L. Shapiro, FEWMORE CRAIG, P.C., on 
behalf of Rio Rim Utilities, Inc. dba Liberty Utilities; 

Mr. Garry Hays, LAW OFFICES OF GARRY HAYS, 
on behalf of the City of Globe; 

Mr. Greg Patterson, on behalf of the Water Utilities 
Association of Arizona; 

Mr. Daniel W. Pozefsky, Chief Counsel, on behalf of 
the Residential Utility Consumer Office; and 

Ms. Bridget A. Humphrey and Mr. Wesley Van Cleve, 
Staff Attorneys, Legal Division, on behalf of the 
Utilities Division of the Arizona Corporation 
Commission. 
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DOCKETNO. W-01445A-11-0310 

IY THE COMMISSION: 

Procedural Historv 

On August 5,201 1 , A ~ ~ Z O M  Water Company (“AWC” or “Company”) filed with the Arizona 

:orporntion Commission (“Commission”) an application requesting adjustments to its rates and 

harges for utility service provided by its Eastern Group water systems, including its Superstition 

Apache Junction, Superior, and Miami); Cochise (Bisbee and Sierra Vista); San Manuel; Oracle; 

(addleBrooke Ranch; and Winkelman water systems. AWC also requested several other 

uthorizations in the application. 

On February 20,2013, the Commission issued Decision No. 73736 in Phase 1 of this matter, 

panting AWC a rate increase for its Eastern Group systems and, among other things, keeping the 

locket open for purposes of M e r  consideration of AWC’s proposed Distribution System 

mprovement Charge (“DSIC”). Decision No. 73736 also set specific deadlines for: intervention; 

uling on intervention requests;’ commencement of settlement discussions; the latest date for a 

mcedural conf‘erence; an update by the Commission’s Utilities Division (“StafY) on settlement 

liscussions; and consideration of a ‘‘Phase 2” DSIC Recommended Order (June 11 and 12, 2013 

>pen Meeting). 

By Procedural Order issued February 21, 2013, as modified by Procedural Order issued 

?ebrua,ry 25, 2013, this matter was scheduled for hearing commencing April 8, 2013, other 

irocedutal deadlines were established, and a procedural conference was scheduled for March 4, 

!013. 

On March 4,2013, the procedural conference was conducted as scheduled during which the 

) d e s  discussed various procedural matters. 

On March 21, 2013, a Procedural Order was issued modifying certain filing deadlines 

:stablished in the procedural schedule. 

.. 

I In addition to the Residential Utility Consumer OfEce (“RUCO”), which participated in Phase 1 of the proceeding, 
oltervention in Phase 2 was granted to Rio Ria)  Utilities, Inc. dba Liberty Utilities (“Liberty Utilities”); EPCOR Water 
9rizoha, Inc. (”EPCOR”); Global Water Utilities (“Global Water“); Arizona Investment Council (“AIC”); the Water 
Utility Association of Arizona (“WUAA“); and the City of Globe (“Globe”). 

2 DECISION NO. m 3 8  
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DOCKET NO. W-01445A-11-0310 

On April 1 , 2013, Staff filed a Settlement Agreement signed by all parties except RUCO and 

ilobe. 

On April 2, 2013, RUCO filed a Motion for Clarification or in the Alternative Request to 

rake Judicial Notice of the Underlying Record. RUCO requested clarification as to whether the 

:ommission intended to leave the record open from Phase 1 of this case. 

On April 2,2013, AWC fled a Joinder in RUCO's Motion for Clarification. AWC agreed 

with RUCO that the entire underlying record should be held open for citation and reference and that 

>base 1 DSIC issues should not be re-litigated at the April 8,2013 hearing. 

On April 2, 2013, testimony in support of the Settlement Agreement was filed by Joel M. 

&eiker on behalf of AWC; by Steven M. Olea on behalf of Staff; by Greg Sorenson2 on behalf of 

Liberty Utilities; by Ron Fleming and Paul Walker on behalf of Global Water; by Thomas M. 

3roderick on behalf of EPCOR; and by Gary Yaquinto on behalf of AIC. 

On April 2,2013, testimony in opposition to the Settlement Agreement was filed by Patrick J. 

@inn and William A. Rigsby on behalf of RUC0.3 

On April 4,20 1 3 , a Procedural Order was issued stating that the evidentiary record in Phase 1 

would be held open and incorporated into the Phase 2 record. 

On April 4,2013, Staf€ filed a Motion to Strike Portions of the Direct Settlement Testimony 

of William A. Rigsby. 

On April 5.2013, RUCO filed a Response to Staffs Motion to Strike! 

On April 8,2013, an evidentiary hearing commenced before a duly authorized Administrative 

Law Judge ("ALJ"). The hearing continued and concluded on April 11, 2013. AWC, RUCO, 

Liberty Utilities, Global Water, EPCOR, AIC, WUAA, Globe, and Staff appeared through counsel? 

... 

Due to Mr. Sorenson's unavailability, his pre-filed testimony was adopted and sponsored by Christopher D. Krygier a1 
the hearing. (Tr. 195-196.) [All citations are to the Phase 2 record unless otherwise indicated.] 

WUAA did not file testimony but its Director, Greg Patterson, filed a letter in the docket on April 2,2013, expressing 
support of DSIC mechanisms generally, and for the System Improvement Benefits ("SIB") mechanism specifically, thal 
is of the Settlement Agreement Globe did not file testimony and indicated on the first day of the hearing that itz 
psition regarding the Settlement Agreement was one of "neutrahty." (Tr. 3 1 .) 

sta f fs  Motion to Strike was denied on the first day of the hearing. (Tr. 8-1 1 .) ' Although Kathie Wyatt, an AWC customer, was gmnted intervention in Phase 1, she did not appear or participate in the 
Phase 1 or Phase 2 hearings. 

3 DECISION NO. 73938 
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DOCKET NO. W-01445A-11-0310 

On April 15, 2013, AWC filed revised SIB Schedules A through D in accordance With Mr. 

teiker’s testimony at the hearing. (See Tr. 214-239.) 

On April 29,2013, post-hearing briefs were filed by AWC, RUCO, EPCOR, AIC, Staff, and 

ointly by Liberty Utilities and Global Water. 

Overview of DSIC Mechanisms 

As described in the Phase 1 Order in this proceeding (Decision No. 73736), AWC originally 

xoposed implementation of a DSIC mechanism that would “allow it to recover, through abbreviated 

iroceedings between general rate cases, the costs of the inii.astructure necessary to replace its aging 

nfhstrucW, thereby ensuring the continued reliability of its service in the Eastem Group.’’ 

?Decision No. 73736, at 84.) AWC claimed that a substantial investment in replacement of 

nfiastructure was necessary to enable the Company to comply with Commission directives to reduce 

ivater losses on various system to acceptable levels. (Id. at 84-85.) 

In order to provide a cuntextual background for the DSIC issue in this Phase 2 Order, and for 

of refexence to the Phase 1 record, we are reciting the following description of the parties’ 

ugunents and testimony that were set forth in Decision No. 73736. 

DSIC Studv and ProDosed DSIC 

As described in Decision No. 73736, AWC’s DSIC Study, completed as a compliance item 

Cor AWC’s prior company-wide rate case6 and provided in an amended form as an exhibit in this 

me, asserted that both the United States as a whole, and AWC’s Eastern Group in particular, are 

approaching a crisis because of the need for capital improvements to aging drinking water 

infrastructure. (Zd. at 90.) The DSIC Study recounts that the American Society of Civil Engineers 

has given the country’s drinking water system hfhtructure a grade of D- and that the United States 

Environmental Protection Agency (“USEPA”) has projected a 20-year capital improvement funding 

need for US. drinking water infrastructure of $334.8 billion and for Arizona drinking water 

hhstructure of $7.4 billion. (Id.) 

... 

See Decision No. 7 1845 (August 25,20 1 0), at 95. 

4 DECISION NO. 73938 
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AWC’s Phase I Arguments 

AWC asserted that the concept of the DSIC grew out of the approaching crisis, first having 

>een approved by the Pennsylvania Public Utility Commission (“PPUC”) in 1996 in the face of 

’hiladelphia Suburban Water Company’s (“PSWC’s’’) need to replace more than 3,100 miles of 

rammission and distribution mains, estimated otherwise to take approximately 212 years at PSWC’s 

:stablished infrastructure replacement pace. (Id) The PPUC described the DSIC as a “proposed 

iutomatic adjustment clause.” (Id.) In conceptually approving a DSIC, the PPUC stated: 

[water companies face the daunting challenge of rehabilitating their 
existing distribution infi.astructure before the property reaches the end of 
its service life to avoid serious public health and safety risks. 
In the Commission’s judgment, the establishment of a DSIC along the 
lines proposed by PSWC can substantially aid the water company in 
meeting these challenges on behalf of the water consuming public. We 
agree with the company that the establishment of a DSIC would enable the 
company to address, in an orderly and comprehensive manner, the 
problems presented by its aging water distribution system, and would have 
a direct and positive effect upon water quality, water pressure and service 
reliability. For these reasons, we endorse the concept of using an 
automatic adjustment clause to address this regulatory problem for the 
water industry in Pennsylvania and, in particular, the type of DSIC 
proposed by PSWC. 

The PPUC determined that the DSIC wis “appropriately limited and narrowly tailored to 

w v e r  a specific category of utility costs-the incremental fwed costs (depreciation and pre-tax 

return) associated with nonrevenue producing, nonexpense reducing distribution system improvement 

projects completed and placed in service between base rate cases” and further that the DSIC would 

not “‘disassemble’ the traditional ratemaking process” because it would recover only a narrow subset 

of total cost of service, would be capped to prevent “long-term evasion” of review of the plant costs 

recovered in rate base; and would reflect only the costs of used and useful plant placed into service 

during the three-month period before each DSIC surcharge update. (Id. at 9 1 .) 

AWC stated that the public utility commissions of California, Connecticut, Delaware, Illinois, 

Indiana, Missouri, New Hampshire, New Jersey, New York, and Ohio have also adopted DSIC-type 

mechanisms and that the National Association of Regulatory Utility Commissioners (“NARUC“) has 

endorsed DSIC mechanisms (in 1999) and adopted a resolution identifjhg DSIC mechanisms as a 

Regulatory Policy Best Practice (in 2005). (Id) According to AWC, PPUC Commissioners have 
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haracterized the DSIC as an important regulatory tool that includes numerous consumer safeguards 

nd that has resulted in increased intiastructUre investment. (Id.) Additionally, AWC claimed that 

0th Moody's and Standard & Poors consider DSIC mechanisms to be credit supportive. (Id.) AWC 

Is0 cited a recent survey concluding that two-thirds of American voters would be willing to pay an 

verage of $6.20 more per month toward water system upgrades to ensure long-term access to clean 

Irater. (Id. at 92.) 

pproximately $1 .OO per customer per month. (Id.) 

AWC estimated that the surcharge fkom its proposed DSIC would be 

Decision No. 73736 recounted that, according to AWC, the Commission has never approved a 

)SIC mechanism, although it has previously adopted a surcharge to provide funding for the 

placement of undersized and inadequate water mains in the Town of Paradise Valley, in the form of 

Public Safety Surcharge approved for Arizona-American Water Company ("Arizona-American") in 

locket No. W-01303A-05-0405. (Id.) AWC acknowledged, however, that the Public Safety 

lurcharge was used to collect funds in advance of construction, whereas the DSIC is more similar to 

n Arsenic Cost Recovery Mechanism ("ACRM") in that the funds would be collected &er 

tonstructioa (Id) 

In Phase 1 of this case, AWC originally proposed a DSIC that would 
e Allow recovery of fixed costs associated with DSIC-eligible utility plant additions (net of 

retirements) placed in service between rate cases; 
e Limit eligible plant additions to the following NARUC Uniform System of Accounts 

("USOA") classifications: 
0 343 Transmission and Distribution Mains, 
0 344 Fire Mains, 
0 345 Services, 
o 346 Meters, 
0 347 Meter Installations, 
o 348 Hydrants, and 
o 398 Miscellaneous Eq~pment (Leak Detection Equipment); 

0 Require AWC to file with the Commission semi-annual DSIC updates (for step increases) 
reflecting the eligible plant placed in service during the six-month periods of November 1 
through A ril 30 and May 1 through October 31, with the updates (step increases) to 
become e f f  ective, respectively, on July 1 and January 1 ; 

0 Require AWC to file, at least 30 days before the effective date of each DSIC update, 
supporting data for the update, to include the following for each system affected: 

o Abalancesheet; 
o An income statement; 
o An earnings test schedule; 
o A rate review schedule showing the effects of the step increase on the income 

6 DECISION NO. 73938 
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statement and earnings test; 
o A revenue requirement schedule showing the calculation of the required increase; 
o A schedule showing the surcharge calculation, which would be broken down 50/50 

between monthly fixed surcharge and volumetric surcharge and would be scaled to 
meter size based on equivalent capacity ratio; 

o A rate base schedule; 
o A Construction Work in Progress ledger showing monthly charges for construction 

of eligible DSIC facilities; 
o A schedule showing the calculation of the general plant allocation methodology; 

and 
o A typical bill analysis for 98” x %” meter customers; 

Require AWC to show the DSIC surcharge as a separate line item on each customer bill 
and, at least twice each year, to print a message on each customer bill explaining the DSIC 
Surcharge and indicating the progress made in replacing aging infdtmcture; 
Cap the DSIC at 7.5 percent of the annual amount billed to customers under otherwise 
applicable rates and charges; 

0 Require the DSIC to be reset to zero on the effective date of-each new general rate case by 
including the DSIC-eligible plant in rate base; and 

0 prohibit AWC h m  making a DSIC update filing for any system for which the rate of 
return earned in the applicable six-month period exceeded,the rate of return that would be 
used to calculate the revenue requirement under the DSIC. 

AWC’s proposal for the DSIC evolved over the course of the Phase 1 proceeding, with AWC 

accepting most of S W s  recommendations for any DSIC that would be adopted by the Commission 

[although Staff in Phase 1 continued to oppose the adoption of any DSIC). ( I .  at 93.) Ultimately in 

Phase 1, AWC proposed a DSIC that differed from its original proposal in that the DSIC would: 
0 Be reviewed and modified annually rather than semi-annually; 
0 Require a Staff prudency and cost review before any plant costs could be included in the 

DSJC calculation; 
0 Require hll Commission approval for the initial DSIC to take effect; 
0 Limit any annual DSIC adjustment to two percent of system revenues; 
0 Cap the total DSIC surcharge at six percent of system revenues; 

Require a second prudency review before DSIC-related plant costs could be included in 
rate base during a subsequent permanent rate case; and 

0 Require a true-up with refhd (and interest) payments to ratepaygrs if it were determined 
during the subsequent rate case that over-collection had o c c d .  

AWC contended that applicability of any DSIC or DSIC-like mechanism should not be 

limited to water systems that have wter  loss in excess of 10 percent because water loss can be 

attributable to factors other than failing infhstmcture, and a system with significant inhtructure 

replacement needs can still have water loss lower than 10 percent due to the volume of water sold 

’ Id. at 92-93, 
Id. 

7 DECISION NO. 73938 



- . - .. ... . . ... .. . . . - .  . 
t 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

22 

24 

2: 

2t 

2; 

21 

DOCKETNO. W-O1445A-11-0310 

uch as in Superior, which has historically had water loss in excess of 10 percent but did not for the 

st year due to increased sales, and Apache Junction, which had water loss below 10 percent during 

he test year but has lost in excess of 200 million gallons of water each year from 1998 through 

009). (Id. at 93-94.) AWC also suggested that having excessive water loss as a prerequisite for 

)SIC eligibility could incentivize companies to ignore increasing water loss so that they could 

ecome eligible for DSIC treatment. (Id. at 94.) 

AWC acknowledged in Phase 1 that its need to replace its aged infrastructure is not due to a 

:gal mandate such as the revised USEPA maximum contaminant level (“MCL”) for arsenic, but the 

:ompany drew a parallel between the USEPA MCL for arsenic and the Commission’s order for 

LWC to reduce its water loss MOW IO percent? (1i-i.) AWC also assert4 similarities between the 

)SIC and the ACRM, d e r  which AWC ultimately modeled its proposed DSJC and without which, 

ccording to Mr. Garfield, AWC would not have been able to complete its arsenic remediation 

?frastructure. (I”.) 
AWC also conceded that its infrastructure replacement needs have been developing for a long 

h e  (for example, in Bisbee, since AWC took over the system approximately 60 years ago) and that 

LWC has not been “ambushed” by the need to replace its aging infrastructure, but maintains that 

LWC has been replacing infrastructure as it has been able to do so, limited by its ability to fund 

qital improvements each year, by the increasing costs of infrastructure (from only $1 per foot to 

nore than $100 per foot), and by considerations of the rate shock that would occur due to the 

nlumpy” nature of the replacement needs @e., much infrastruchue to be replaced at a time). (Id.) 

iWC did not argue that its need, as a water utility, to replace mains and other infhtmcture is 

musual, but did argue that the extent to which it needs to replace its aging infkastructure, i.e., the 

hem volume of replacement needed, is extraordinary.’* (Id.) While implementation of a DSIC 

~ ~ 

Mr. Garfield acknowledged that the Commission did not order AWC to reduce its water loss to below 10 percent 

when asked what made AWC’s situation extraordinary and warmuted an ad..Wor mechanism, Mr. Reiker responded: 
From my perspective, rm a finance person. The extraordinary name is the shear [sic] 
magnitude of the investment. We’ve put evidence in the record, in Mr. Schneider’s direct 
testimony, of massive amounts of investment that need to occur. That‘s extra-. We 
can’t go out tomorrow and find an insurance company that will loan us $60 million. 
That’s not going to happen. 

wen if it would not be cost-effective to do so. (Phase 1 Tr. at 115-16.) 

8 DECISION NO. 73938 
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would not alleviate AWC’s need to fund the costs of the ~as t ruc ture  replacement up front, AWC 

:laimed that the DSIC would enable AWC to seek recovery of those costs in between rate cases and 

hus would strengthen AWC’s ability to obtain the financing necessary to cover those upfiont costs. 

yd at 95.) Mr. Garfield dismissed RUCO’s characterization of the DSIC as an incentive for AWC to 

qlace infiastructue that it is already responsible to replace in order to provide service, asserting that 

the DSIC is not an incentive, just a means to allow AWC to replace more of the infrastructure that it 

;odd not otherwise currently replace. (Id.) AWC also asserted in Phase 1 that in the absence of a 

DSIC, it would take AWC more than several hundred years (longer than the life of new 

infi.astructure) to replace the infrastructure that needs to be replaced. (Id.) Mr. Garfield also pointed 

mt in Phase 1 that the approximately $66 million in infrastructure replacements now needed is 

almost twice as much as the entire arsenic treatment remediation program that AWC had to undertake 

md for which it was able to obtain authorization of an ACRM. (Id.) 

AWC acknowledged that it would benefit from a DSIC mechanism, but denied that its desire 

for a DSIC was motivated by a belief that the DSIC will ensure AWC‘s long-term profitability. (Id.) 

Mr. Hanis testified in Phase 1 that the ACRM has not made AWC profitable, so he is not convinced 

that a DSIC will either. (Id) According to AWC, ratepayers would be benefitted by DSIC because 

AWC will be able to accelerate its hfiastmture replacement program, thereby improving service, 

reliability, safety,” .and, in some cases, flows. AWC disagreed that ratepayers have 

experienced any more risk as a result of the ACRM process and does not believe that ratepayers 

would experience any more risk as a result of the proposed DSIC process. (Id.) Mr. Garfield 

testified that ratepayers will benefit more from the DSIC-and ensuing rate graddism4han they 

would &om having a utility, ‘Ylush with cash,” make a $38 million investment in one of AWC’s 

(Id.) 

... 

(Phase 1 Tr. at 276,) Mr. Reiker also acknowledged, however, that the need to replace the inhstructure was not a 
surprise, that AWC knew that it was going to have to be done at some point. (Id) 
I’ Mr. M e l d  testified that AWC’s water is safe, but that each main break and disruption causes a breach in the 
antiseptic barrier protecting the water supply, potentially exposing the water to soil and whatever else is in the 
environment. (Phase 1 Tr. at 166-67.) Mr. Garfield also testified that main breaks arc almost a daily Occurrence, 
something that could be changed through the authorization of a DSJC to allow recovery of the costs of hfk&whu e 
replacement. (Zd. at 168.) 

9 DECISION NO. 73938 
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vater systems and then file a rate case after the infrastructure is completed, as that would result in a 

rery large increase in rate base and rates. (Id. at 95-96) 

Although AWC did not factor into its Phase 1 DSIC proposal any reduction in operating 

:xpenses to reflect increased operating efficiencies, Mr. Garfield allowed that “there’s some mom for 

hat to be considered . . . and probably some merit to that,”12 although he also asserted that no other 

tabs have made such reductions in their DSIC mechanisms and suggested that operating and 

naintenance expenses could actually increase due to the level of replacements. (Id. at 96.) AWC 

:haracterized as arbitrary and unsupported the 15 percent reduction in operating and maintenance 

xpenses proposed by RUCO in Phase 1 for any approved DSIC, suggesting that any such expense 

&€3et should be based on an objective standard such as the amount of main replaced. (Id) 

AWC also objected to Staffs proposed Sustainable Water Improvement Program (“SWIP”), 

resented as an alternative to the DSIC in Phase 1, which would have allowed deferral of costs and 

ipplied an Allowance for Funds Used During Construction (“AFUDC”) component. (Id.) Mr. 

jarfield stated in Phase 1. that the SWIP would “negate the benefits of a DSIC by not having gradual 

h g e s  in rates,” would effectively raise the costs of the projects,13 and would result in higher rates 

md even rate shock. (Id.) Mr. Garfield agreed that Staff‘s original SWIP proposal would subject the 

i e f d  amounts to 1 1 1  regulatory scrutiny, but asserted that the S W  would not be effective: 
Sure, and it wouldn’t give the utility any revenues to support - it’s like a - 
it’s not even an IOU. It’s a promise that at a future proceeding the 
Commission will review, in a full regulatory rate setting, the investments; 
were they necessary, was it reasonable, what are the impacts, and that 
doesn’t provide the utility with any revenues prior to a Commission 
decision after the fact. Thatlyould not have worked under an ACRM and 
it won’t work under a DSIC. 

Mr. Garfield also disagreed with characterization of a proposed DSIC proceeding as a mini rate case, 

Stating that an ACRM filing is not a mini rate case because more limited supporting data is provided, 

and there is not as much scrutiny. (Id.) 

l2 Mr. Garfield compared an old piece of pipe to a 1962 dump truck, which he believed would require much more 
maintenance than a 2012 dump truck. (Phase 1 Tr. at 109-10.) But Mr. Garfield could not say how the rephment of 
in6rastructure would impact the cost of operating and maintaining a whole system, particularly a system like Bisbee that 
needs a great deal of infrastructcne replaced. (Id at 109-1 1 .) 
l3 According to Mr. M e l d ,  applying an AFUDC to the capital investments would effectively increase the cost of the 

Phase 1 Tr. at 118-19. 
jects ind thus the rate base, which would result in increased rates. (Phase 1 Tr. at 118.) 

10 DECISION NO. 73938 
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AWC Phase 1 witness Ms. Ahem asserted that both a DSIC and a sufficient ROE are 

iecessary to enable AWC to improve its cash flow, its creditworthiness, and its ability to improve its 

metained earnings balance, thereby allowing it to issue less long-term debt than would otherwise be 

ieeded. (Id. at 97.) Ms. Ahern asserted that AWC would be unable to undertake its inhstructure 

eplacement program unless it gets both a sufficient ROE and the requested DSIC. (Id.) According 

:o AWC, the revenues generated by the DSIC would enable AWC to satisfy the interest coverage 

quirements of its bond indenture and thus to issue long-term debt to fund its infi.astructure 

eplacement program, and AWC would not be able to complete the infhstructure replacements 

ieeded unless the DSIC is granted because the capital investment necessary cannot be supported fully 

&hout a DSIC. l5 (Id.) 

RUCO’s Phase 1 ArPuments 

RUCO opposed the DSIC because it considers the proposed infrastructure replacement 

irojects to be routine in nature and appropriately recovered through a general rate case; considers the 

XIC to be a one-sided mechanism that works to the advantage of only the shareholder; believes that 

here is no federal or state requirement mandating the infrastructure replacement projects proposed by 

4WC; believes that AWC has not proven that it cannot ensure safe and reliable water service or cost 

wvery  unless the DSIC is approved; and believes that the DSIC raises “legal concerns.” (Id.) 

kUCO’s position is that the infrastructure replacements needed should be covered through normal 

egulatory procedures allowing cost recovery because they are “routine plant improvements” rather 

han something extraordinary. (Id.) RUCO asserted that, unlike with the ACRM, there is no federal 

ir state mandate for the infrastructure improvements to be made, and it is not appropriate to create an 

:xception for regular ratemaking methodologies in the absence of extraordinary circumstances. (Id. 

’ Mr.GarfieldstatedmPhase1: 
The company is a tightly held company. The stock is tightly held. We are not publicly traded. The investors 
of the company infused just over $10 million of equity into the company before the end of 2010. Our 
equity component of our capital structure had dropped h m  75 percent to 45 percent, and at a time that we 
were not recovering our cost of service, we were not making our return, the shareholders are sort of the last 
one to get paid The bondholders get paid They want their interest payment. You have to make the interest 
payment. So the stockholders wait to see what is left after all of those payments have been made. So to 
answer your question, S 10 million was infused into the company that helped shore up the company’s capitaI 
structure, but I don’t think you can count on the shareholders, if the returns aren’t high enough, to continue 
making those types of infusions of capital to the company. 

phase 1 Tr. at 153-54.) 
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t 97-98.) Mr. Rigsby asserted in Phase 1 that the plant degradation “isn’t something that just 

appens overnight,” and that AWC can plan for the necessary line replacements and come to the 

lommission every few years to obtain recovery through the regular ratemaking process. (Id. at 98.) 

h. Rigsby also expressed skepticism about AWC’s asserted inability to attract the capital needed to 

lake the infi.astructwe improvements and replacements that AWC has identified as necessary. (Id.) 

1 addition, Mr. Rigsby testified that the costs of the repairs and replacements may go down with 

me, through the development of more cost-effective methodologies. (Id.) Mr. Rigsby also claimed 

lat AWC is fortunate in that it is a regulated monopoly that can come to the Commission for a rate 

icrease when needed, rather than a participant in a competitive environment, and that “sometimes 

ou got to do what you got to do; and so it’s up to the company’s management to take the steps 

~ecessary to make sure that the company is a viable entity.” (Id.) According to RUCO, it would be 

specially inappropriate to &rant a DSIC without taking into accouIlf savings in operating expenses 

hat RUCO believes would result h m  replacing aging plant with new plant. (Id.) 

RUCO provided in Phase 1 a copy of a June 1999 National Association of State Utility 

:onsumer Advocates (“NASUCA”) Resolution “Discouraging State Regulatory Commissions h m  

idopting Automatic Adjustment Charges for Water Company Infrastructure Costs.” (Id.) NASUCA 

strongly recomended[ed]” that DSIC-type mechanisms not be authorized because NASUCA 

elieves that the DSIC-type mechanisms (1) contradict sound rate of return ratemaking principles, 

ncluding the matching principle; (2) circumvent regulatory review of rate base items for prudence 

md reasonableness; (3) create bad public policy by eliminating the incentive to control costs between 

ate cases and incentivizing increased spending; (4) reduce rate stability and distort proper price 

;ignals by causing fiquent rate increases; ( 5 )  are unnecessary to ensure adequate water quality, 

xessure, and continuity of service; (6) inappropriately reward water companies that imprudently fall 

xhind in infrtlstructure improvements; and (7) shift business risk away from water companies and 

oward consumers. (Id.) RUCO also cited a report on cost trackers published in September 2009 by 

i principal with the National Regulatory Research Institute, which asserted that cost trackers result in 

@her utility costs and undercut the positive effects of regulatory lag, and April 2009 testimony 

)pposing a DSIC-type mechanism made by the Consumer Advocate for the Commonwealth of 
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’ennsylvania before the Pennsylvania House Consumer Affairs Committee. (Id at 98-99.) In 

uidition, RUCO stated that the Commission had recently rejected a DSIC-type mechanism for 

kimna-American (in Decision No. 72047 (January 6,201 1)) because it would have covered routine 

nvestments in plant and thus “d[id] not warrant the extmodinary ratemaking device of an adjuster 

nechanism.” (Id. at 99.) 

Although RUCO opposes adoption of a DSIC, RUCO asserted in Phase 1 that any DSIC 

ipproved by the Cornmission should: 
0 Only apply to those Eastern Group systems that have water loss in excess of 10.00 

percent-specifically Miami, OracldSaddeBrooke Ranch, and Bisbee; 
0 Be limited to one filing per year; 

Include an Operations & Maintenance (“O&M) expense offset of 15.00 percent, to 
ensure that ratepayers benefit h m  reductions in O&M expense resulting from the 
replacement of aging infrastructure; and 

0 Be capped at 4.00 percent over three years subject to an annual earnings test.16 

a. Rigsby explained in Phase 1 that the O&M expense offset would be a proxy for his original 

ecornmendation that a specified monetary credit be applied to each foot of replacement line 

ecovered through the DSIC, which would be difficult to apply because certain of the plant assets 

xoposed to be included in a DSIC cannot be measured in linear feet. (Id.) RUCO asserted that the 

3&M o&et would address RUCO’s concerns that ratepayers will not benefit fiom the DSIC even 

hough replacement of aging infkastructure should result in reduced O&M expenses. (Id) 

Staff‘s Phase 1 Arm ments 

Staff also opposed AWC’s proposed DSIC in Phase 1, for reasons similar to those described 

by RUCO. Specifically, Staff expressed concern that a DSIC alters the balance of ratemaking lag by 

reducing lag time for recovery of depreciation and return on plant investments, to the benefit of AWC 

and the detriment of its ratepayers; that allowing recovery of capital improvement costs between 

regular rate cases results in less scrutiny of plant investments both as to prudency and the used and 

usefulness of the plant; and that the DSIC, like the ACRM, may “consume significant regulatory 

resources” because of the guidelines that will need to be established regarding the capital 

-~ - ~ - 

l6 Decision No. 73736 at 99. 
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mprovements to which the DSIC would apply, the frequency and limitations on rate modifications, 

nd requirements for customer notice and reporting. (Id. at 99-100.) Staff acknowledged that the 

)SIC would present benefits as well-to AWC in the form of quicker recovery of depreciation and 

e m s  on capital improvements as well as improved cash flow, and to ratepayers in the form of 

padualism, potentially fewer future rate cases, and improved service and reliability (resulting from 

4WC’s increased replacement of aging and deteriorating plant and reductions in water loss). (Id) 

;taff also acknowledged that the benefits of the DSIC “may offset any disruption to the balance of 

egulatory lags and imposition on regulatory resources,” but ultimately recommended denial of the 

)SIC because its particulars and consequences had not been sufficiently resolved and needed M e r  

onsideration. (Id.) 

Staff viewed the DSIC as an adjustor mechanism, the use of which should be limited to 

’extraordinary circumstance[s],” and asserted that AWC’s proposed use of the DSIC is for routine 

:xpenditures and therefore unjustified. Staff did not consider AWC’s Eastem Group 

nfrastnrcture replacement needs, even assuming a $67 million cost estimate, to be extraordinary. 

Id.) 

(Id.) 

In response to AWC’s evidence supporting the DSIC in Phase 1, Staff observed that the 

>SIC’S adoption in only 11 states suggested that its costs outweigh its benefits. (Id.) Staff also cited 

WSUCA’s opposition to DSIC-type mechanisms and an advocacy organization’s October 201 1 

‘Fact Sheet” describmg the DSIC as a “Rip-off for Consu~ners.’~~’ (Id.) In addition, Staff pointed 

j u t  that Arizona water utilities are all obligated to provide safe and reliable drhking water, with or 

without a DSIC, and that the proposed DSIC raised the element of single issue ratemaking. (Id. at 

100- 101 .) 

Staff recommended in Phase 1 that instead of approving a DSIC, the Commission could 

spprove a SWIP that would 
Apply only to the Miami and Bisbee systems; 
Apply only to replacements of transmission and distribution mains; 

” 

thiugs, “clean, publicly controlled water.’’ (See Phase 1 Ex. S-4 at att. A, Phase 1 Ex A-37.) 
The ‘Tact Sheet” was published by Food & Water Watch, a non-profit organization that promotes, among other 
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Allow deferral of depreciation expense on qualified plant for 24 months after placed into 
service or until rates take effect for which the plant is included in rate base, whichever 
comes sooner; 
Allow recording and deferral of cost of money using the AFUDC rate on qualified plant 
for 24 months after placed into service or until rates take effect for which the plant is 
included in rate base, whichever comes sooner; 
Require full regulatory review of depreciation and cost of money deferrals for compliance 
with traditional ratemaking conditions (e.g,, prudency, used and usellness, excess 
capacity) in the rate case following the plant in-service date; 
Require amortization of allowed combined depreciation and cost of money deferrals over 
a 10-year period; 
Condition depreciation and cost of money deferrals during the amortization period upon 
(1) AWC’s maintenance of records correlating depreciation and cost of money deferrals 
with associated plant and (2) AWC’s demonstrating (during rate cases) that the plant 
replacements contributed to reduced water loss; and 
Disallow depreciation and cost of money deferrals, wholly or in part, for deficienciqg in 
records or deficiencies in demonstrating reduced water loss tied to plant replacements. 

In spite of its primary recommendation in Phase 1 to deny the DSIC and approve the SWIP, 

;tafTalso recommended conditions to be imposed for any DSIC that the Commission may decide to 

pprove for AWC’s Eastern Group. (Id.) Specifically, Staffrecommended that: 
The DSIC be limited to Eastern Group subsystems with water loss over 10 percent &e., 
OracldSaddleBrooke, Bisbee, and Miami); 

uired to submit quarterly filings for the first year, semi-annual filings 
AWC thereafter, be an ”% cumulative annual reports; 
DSIC charges be revised and become effective on a yearly basis, 30 days after each 

Staffbe required to review AWC’s initial annual filing and to prepare a memorandum and 
recornmended order to be approved by the Commission before the initial DSIC surcharge 
can be implemented; 
Staff be permitted to review subsequent DSIC filings at Staffs discretion (no later than 
AWC‘s next rate case); 
Any overalle&ons of surcharges (for improperly calculated DSXCs after the initial year) 
be refunded with interest at the weighted average cost of capital (“WACC”) authorized in 
AWC’s most recent rate case, with the refund to be implemented as determined by the 
Commission in a future rate case; 
Each annual increase (initial and subsequent) in DSIC charges be limited to 2 percent of 
the Commission-authorized revenue by subsystem; 
Cumulative annualized DSIC revenue by subsystem be limited to 6 percent; 
Plant items eligible for the DSIC be restricted to the following NARUC USOA plant 
accounts: 

annd filing; 

o 343-Transmission and Distribution Mains, 
o 344-FireMains7 

‘* Wase 1 EX. S-3 at 36. 
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o 3454ervices, 
o 34&Meters, 
o 347-Meter Installations, and 
o 348-Hydrantq 

0 AWC be required to record replacement of plant items in accordance with the NARUC 
Uniform System of Accounts (“USOA”); 

0 AWC be required to include in each DSIC filing the total amount of plant built during the 
applicable period, reconciled to the mounts recorded by USOA plant account, along with 
supporting documentation and any required regulatory permits; 

0 DSIC revenue be reduced by 10 percent to account for any cost savings (such as reduced 
operating expenses due to plant improvements); 

0 DSIC revenue be subjected to an earnings test, performed each time Staff reviews an 
AWC DSIC filing, to limit DSIC revenue when operating income (rate base x WACC) 
exceeds authorized WACC, with the earnings test to be: 

o Based on the most recent available operating income adjusted for any 
operating revenue and expense adjustments adopted in this rate case, and 

o Based on the rate base adopted in this rate case, updated to recognize changes 
in plant, accumulated depreciation, contributions in aid of construction 
(“CIAC”), advances in aid of construction (“AIAC”), and accumulated 
deferred income taxes (“ADIT’) through the most recently available financial 
statements (no less than quartedy); 

0 AWC be required to not@ customers of changes in the DSIC by including appropriate 
explanatory information on the first bill to be received following any change in the DSIC 
rate and on the first bill to be received following the effedive date of the rates established 
in this rate case; 

a DSIC eligibility be restricted to replacement facility costs (hm prescribed USOA 
accounts) to serve existing customers; 

0 Plant projects funded through federal, state, and other non-investor sources be ineligible 
for DSIC treatment; 

a The DSIC charge for each customer be calculated as a percentage (carried to two decimal 
places) of the total amount billed to the customer under AWC’s otherwise applicable rates 
and charges; and 

a DSIC charges collecteq9be subject to refund to customers if AWC cannot demonstrate a 
duction in water loss. 

Staff disagreed in Phase 1 with AWC’s characterization of the DSIC as equivalent to an 

PCRM, not because of distinctions in how the DSIC would operate in practice as compared to an 

KRM, but because of the justification for and plant additions that would be supported by the DSIC 

LS opposed to the ACRM. (Id. at 103.) Sta$ witness Mr. Michlik pointed out in Phase 1 that while a 

Hater company has no control over the amount of arsenic in its ground water supply, it can impact its 

l9 Decision No. 73736 at 101-103. 
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Mater loss and, M e r ,  that the ACRM was implemented both to address the “extraordinary financial 

mrden” that utilities would face as a result of the new arsenic MCL and the “overwhelming 

.egulatory burden” to the Commission expected to result from receiving many nearly simultaneous 

vgent filings caused by the arsenic MCL (Zd) Staff also recounted the history of the Commission’s 

idoption of the ACRM, which included numerous meetings over approximately a two-year period. 

:Id.) 

Staff witness Mr. Fox testified in Phase 1 concerning the similarities and distinctions among 

be ACRM, AWC’s proposed DSIC, and Staff‘s recommended S W .  Mr. Fox observed that Staffs 

review of ACRM filings generally involves at least three distinct members of Staff, generally takes 

longer than the originally anticipated 60 days, occasionally takes up to or even more than a year, and 

is limited to the two steps prescribed for each approved ACRM. (Id.) Mr. Fox testified that the 

DSIC review process would be virtuaIly the same?’ (Id.) Mr. Fox also stated that Staf€resources are 

me reason for Staff‘s recommendation of a S W  rather than a DSIC in Phase 1 because Staff 

currently has very l i i t ed  personnel available in general and also specifically with any experience 

reviewing ACRM filings. (Id.) Staff believed that the DSIC could result in numerous filings for 

increases, although it is likely (due to the overall cap proposed in the Phase 1 DSIC proposal) that 

there would have been only three distinct filings in between rate cases, each resulting in a relatively 

minimal rate increase. (Id. at 103-104.) Additionally, Mr. Fox pointed out in Phase 1 that the DSIC 

proposal did not require a 1 1 1  permanent rate case application within a specified brief period of time, 

while the ACRM does. (Id. at 104.) Mr. Fox also confirmed that the schedules AWC proposed to 

include in its DSIC filing are the same schedules required in an ACRM application. (Id.) Mr. Fox 

added that any DSIC should include deduction of ADIT from the cost of plant additions included in 

the DSIC, something that Staff now believes should have been required for the ACRM. (Id.) 

Mr. Fox stated: 
So I think the process is essentially the same. I have an engineer do an evaluation of whether or not 
the plant went into service and whether it’s used and wfbl. We’ll review the supporthg 
documentation, the invoices, the contracts, overheads, et cetera, accumulate the cost, and any - - and, 
you know, calculate a revenue requirement and use whatever rate design is approved and look at what 
the impact is on the typical customer and prepare a recommendation, and, of course, ifRUC0 submits 
a report, we would include that analysis in preparing our memorandum and recommended opinion and 
Order. 

(Phase 1 Tr. at 1456.) 
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In Phase 1, Mr. Fox explained that if the SWIP were adopted there would have been no rate 

changes or rate proceedings in between rate cases. (Id.) In addition, Mr. Fox stated, recovery under 

the SW" would be slightly higher than recovery under the DSIC because the SWJP would have 

involved AFUDC and the need to compensate AWC for the time value of money?' (Id.) Staff 

asserted in Phase 1 that the SWIP would permit AWC to realize all the financial benefits of new 

plant, such as depreciation, until its next rate case while maintaining balance in regulatory lag and the 

principles of the historical test year. (Id.) 

Summarv of Settlement Ameemed2 

The Signatory parties assert that the Phase 2 settlement process was open, transparent and 

inclusive of all parties. According to AWC witness Reiker, there were three formal negotiation 

sessions over a period of weeks involving the Company, Staff, and RUCO, with many of the 

intervenors attending two of the sessions. (Tr. 48-52.) Staff witness Olea stated that the negotiations 

were "transparent, professional and open to all parties in this docket. All parties were allowed to 

openly express their views and opinions on a l l  issues." (Ex. S-1, at 9.) RUCO witness h4r. Quinn 

agreed that RUCO participated vigorously in the settlement discussions and was given the 

opportunity to express its views during negotiations, although RUCO ultimately did not sign the 

Agreement. (Tr. 392-396.) 

Kev Provisions of SIB Mechanism 

The Settlement Agreement includes a number of provisions related to the SIB mechanism and 

surcharge that the signatory parties claim contains significant compromises compared to AWC's 

Phase 1 DSIC proposal, as revised during the course of the Phase 1 proceedings. 

The Settlement provides, among other things for: Commission pre-approval of SIB-eligible 

projects; SIB project eligibility criteriK a limit on SIB surcharge recovery to the pre-tax rate of return 

and depreciation expense associated with SIB-eligible projects; an "efficiency credit" of five percent; 

a cap on the SIB surcharge of five percent of the Phase 1 revenue requirement; separate line items on 

customer bills reflecting the SIB surcharge and the effkiency credit; Commission approval of the SIB 

21 

and ten cents a year &om today with the SWIP. (See Phase 1 Tr. at 1464.) 
The analogy provided was that with the DSIC, a customer would pay a dollar today, versus instead paymg a dollar 

The Settlement Agreement (admitted at the Phase 2 hearing as Ex. A- 1) is attached hereto as "Attachment A." 
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imcharge prior to implementation and adjustments; a limit of five SIB surcharge filings between 

Eeneral rate cases; an annual true-up of the SIB surcharge; and notice to customers at least 30 days 

jrior to SIB surcharge adjustments. (Ex. A-1 .) 

SIB Mechanism 

As defined in the Settlement, the SIB mechanism “is a ratemaking device designed to provide 

or the timely recovery of the capital costs (depreciation expense and pre-tax return on investment) 

lssociated with distribution system improvement projects meeting the requirements contained herein 

md that have been completed and placed in service and where costs have not been included for 

emvery in Decision No. 73736.’’ (Ex.A-l,y2.3.) 

The SIB surcharge would be applicable only for plant replacement investments to provide 

dequate and reliable service to existing customers and that “are not designed to serve or promote 

:usdomer growth.” (Id at 12.1 .) 

ADDroval of SIB-Elbible Proiects 

Under the terms of the Settlement Agreement, a l l  of the SIB-eligible projects must be 

eviewed by Staff and approved by the Commission prior to being included by AWC in the SIB 

rurcharge. For purposes of eligibility in this case, the specific projects proposed for inclusion in the 

nitial surcharge are described in Exhibit A to the Settlement, which, according to Mr. Reiker, S M  

las now reviewed and approved. (Ex. A-2, at 1 1 .) On a going-forward basis, all of the projects must 

x completed and placed into service prior to being included in the SIB surcharge. (Ex.A-I,fl2.5.) 

4WC is also required to file a report with the Commission every six months summarizing the status 

af all SIB-eligible projects. (Id at 74.8.) 

Costs Eligible for SIB Recoverv 

Cost recovery under the SIB mechanism is allowed for the pre-tax return on investment and 

depreciation expense for projects meeting the SIB-eligible criteria and for depreciation expense 

associated with those projects, net of associated plant retirements. (Id at 13.2.) The Settlement 

provides that the rate of return, depreciation rates, gross revenue conversion factor and tax multiplier 

are to be the same as those approved in Phase 1 in Decision No. 73736. (Id at !3.2.1,3.2.2,3.2.3.) 
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Efficiencv Credit 

The Settlement provides that the SIB surcharge will include an ‘‘Efficiency Credit” equal to 

5ve percent of the SIB revenue requirement. (Id at 73.3.) 

Surcharee C ~ D  

The Agreement caps the amount that is permitted to be collected annually by each SIB 

surcharge filing to five percent of the revenue requirement authorized in Decision No. 73736. (Id at 

i3.4.) 

Timin~ of SIB Surchawe Filings 

Under the Settlement, AWC: may file up to five SIB surcharge requests between rate case 

lecisions; may make no more than one SIB surcharge filing every 12 months; may not make its 

nitid SIB surcharge filing for the Eastern Group prior to 12 months following the effective date of 

Decision No. 73736 (Le., February 20,2014); must make an annual SIB surcharge filing to true-up its 

mcharge collections; and must file a rate case application for its Eastern Group no later than August 

31,2016, with a test year ending no later than December 31,2015, at which time any SIB surcharges 

then in effect would be reviewed for inclusion in base rates in that proceeding and the surcharge 

would be reset to zero. (Id at Sections 4.0 and 5.0.) 

SIB Rate D a b  

The Settlement Agreement states that the SIB surcharge will be a fixed monthly charge on 

customers’ bills, with the surcharge and the efficiency credit listed as separate line items. The 

surcharge will increase proportionately based on customer meter size. (Id at Section 8.0.) 

Commission Amroval of SIB Surchawe 

The Agreement provides that each SIB surcharge filing must be approved by the Commission 

prior to implementation. Upon filing of the SJB surcharge application, Staf‘f and RUCO would have 

30 days to review the filing and dispute andor file a request for the Commission to alter the 

surcharge or true-up surcharge/credita AWC is also required to provide a proposed order with each 

SIB filing for the Commission’s consideration, and if no objection is filed to the SIB surcharge 

At the bearing, Mr. Olea clarilied that because customer notice is required at least 30 days prior to the effective date of 
a surcharge djustment (Ex. A-1, ?7.2), any customer would have an opportunity to object to the Company’s surcharge 
request prior to the Commission scheduling the matter for consideration at an Open Meeting. (Tr. 3 10-3 1 1 .) 
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quest the request shall be placed on an Open Meeting agenda at the earliest practicable date. (Id. at 

lection 9.0.) 

Public Notice 

Under the terms of the Settlement, at least 30 days prior to a SIB surcharge becoming 

ffective AWC is required to provide public notice to customefs in the fonn of a bill insert or 

ustomer letter. The notice must include: the individual surcharge amount by meter size; the 

ndividual efficiency credit by meter size; the individual true-up surcharge/credit by meter size; and a 

ummary of the projects included in the current surcharge filing, including a description of each 

roject and its cost. (Id at 17.2.) 

Positions of the Parties Regardinp Settlement Agreement 

Arizona Water ComDanv 

In Phase 1, AWC asserted that its proposed DSIC is modeled after and would operate in the 

m e  manner as an ACRM, which has been accepted by the Commission and others as being 

mnsistent with Arizona law. (Phase 1 AWC Br. at 23.) AWC also claimed that the Cornmission has 

ubstantial discretion to adopt ratemaking methodologies and approaches as necessary to address 

mticular issues and that the Commission has used this discretion previously to include CWIP within 

ate base (to set rates for plant not yet completed at the end of a historical test year) because the 

mblic interest is served by rate stability, not by constant rate hearings. (Id. at 23-24.) AWC argued 

hat the Court of Appeals’ decision in Scates v. Arizona Corp. Comm’n acknowledged the 

2ommission’s ability to adjust rates outside of a general rate case setting in exceptional 

:ircumstances, but expressly did not decide whether the Commission could authorize a partial rate 

increase without requiring completely new submissions or “whether the Commission could have 

referred to previous submissions with some updating or whether it could have accepted summary 

6nancial information.” (Phase 1 AWC Br. at 23-25 (quoting Scates, 118 Ariz 531, at 537,578 P.2d 

612, at 618 (App. 1978).) In response to RUCO’s arguments in Phase 1, AWC asserted that RUCO 

had ignored that the DSIC was modeled on the ACRM, which the Commission has determined to be 

constitutional. AWC also argued that the Arizona Supreme Court in Arizona Cm@. Action Ass’n v. 
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Mona Corp. Comm ’n authorized step increases between rate cases under certain conditions. (Phase 

AWC Reply Br. at 14-15, citing Arizona Cmty. Action, 123 Ariz. 228,599 P.2d 184 (1979).) 

AWC contends in Phase 2 that the SIB is a necessary remedy for the Company’s inability to 

wver  its cost of service for the past 16 years, resulting in AWC’s shareholders subsidizing the 

:ompany’s operations by more than $41 million since 1996. (Tr. 63-64.)24 The Company asserts that 

ts inability to earn authorized returns has undermined the ability to finance critical infrastructure 

eplacement and improvement projects, resulting in detrimental impacts on customers due to frequent 

he breaks on aging distriiution lines. (Phase 1 Tr. 329,370.) 

AWC claims that thousands of breaks occur every year in the Eastern Group systems but 

iurrent ratemaking policies hinder the Company’s ability to make necessary inf’rastructure 

eplacements and iinprovements. The Company points out that its Eastern Group contains over 3.5 

nillion lineal feet (600 miles) of water mains and over 33,000 service connections, of which 371,000 

i n 4  feet and 4,915 service connections need to be replaced over the next ten years. (Water Loss 

<eduction Report, at 7,18; Phase 1 Exs. A-10, at 8 and A-28, at 35.) 

In response to Criticisms from RUCO, AWC asserts that although it regularly replaces failing 

nfrastructure, and has a rigorous water loss reduction program, those ongoing efforts are not 

Rlfficient to replace the large portions of infrasiructure that are at or beyond their usefid lives. (Phase 

I Exs. A-9, at 14 and A-28, at 43-49.) According to AWC, the scale of the needed replacement 

xogram dwarfs the resources available to the Company, thereby requiring implementation of a 

atemaking tool to assist in those efforts. (Phase 1 Exs. 9, at 15-16 and A-29, at FKS-RE%) The 

clompany argues that RUCO presented no evidence disputing the impending water infiastnrcture 

replacement crisis facing the Company; nor did RUCO present any credible evidence that a SIB 

mechanism is not M y  justified under these circumstances. 

AWC claims that its infrastructure replacement program would require the expenditure of 

approximately $67 million over the next ten years, which is nearly twice the amount of capital thal 

was required to comply with the federal arsenic standards. (Phase 1 Exs. A-9, at 14-25, A-10, at 4-5, 

-~ 

Mr. Reker conceded that AWC paid out to shareholders substantially more than $41 million in dividends over the samc 
period. (Tr.118-119.) 

22 
‘ 73938 

DECISION NO. 



1 

2 

3 

-4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

. . - . . . . _ _  . . . . . - - ._ .... . ., . . .. 

DOCKET NO. W-01445A- 1 1-03 10 

ad A-28, at 73,8 1 .) The Company contends that spending $67 million over the next ten years is an 

xtraordinary expense that it does not have the resources to h d .  (Phase 1 Ex. A-9, at 15-16; Phase 1 

*r. at 370.) AWC asserts that its shareholders recently infused over $10 million in equity, that the 

:ompany is not able to fund the needed replacements internally, and that its ability to finance those 

mjects through issuance of additional long-term bonds is compromised by the Company’s weakened 

inancial state. (Phase 1 Tr. 332,365-371.) 

The Company argues that the SIB mechanism would provide credit support that will assist its 

:fforts to attract capital to finance the infiastructure projects. AWC points out that the water industry 

s among the most capital intensive industries, and the SIB mechanism will help mitigate regulatory 

ag and add stability to cash flows, thereby helping to support the Company’s credit quality; bond 

ating, and ability to attract capital. (Phase 1 Ex. A-34, at 21-22,26; Phase 1 Tr. at 329-332.) AWC 

tlso contends that a DSIC-like mechanism, such as the SIB, would be viewed by credit rating 

lgencies as credit supportive. (Phase 1 Ex. A-34, at 22-26.) AWC further claims that the SIB 

nechanism will help the Company’s ability to recover its cost of service and will reduce regulatory 

ag for the critical replacement projects. (Tr. 64, Ex. A-2, at 22.) 

AWC also argues that the SIB mechanism, like the ACRM that was approved previously, 

would provide significant benefits to customers by allowing the Company to replace and upgrade 

Iging infrastructure while implementing more gradual and smaller rate increases. (Phase 1 Exs. A-5, 

%t 4-5 and A-34, at 26-27.) The Company points out that the SIB-eligible projects would be limited 

to aging infrastructure used to serve existing customers, and for which there is no disagreement 

regarding the need for replacement. (Ex. A-1, at Ex. A; Tr. 72-73, 127-128; Phase 1 Exs. A-9, at 17- 

20 and A-28, FKS-13.) 

AWC disputes RUCO’s contention that a DSIC, or SIB as is now proposed, would shift risks 

to ratepayers because, according to the Company, absent approval of a SIB-like mechanism, the 

continued lag in recovery of infrzlstructure capital investment would leave the Company unable to 

recover its cost of service in a timely manner. (phase 1 Em. A-5 and A-34, at 6.) AWC contends that 

an ongoing inability to earn its authorized return on investment would ultimately result in higher rates 

to customers due to higher borrowing costs and more fresuent rate cases. (phase 1 Ex. A-5, at 6.) 
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The Company claims that rather than shifting risks to customers, the SIB would more closely align 

:ost recovery with the customers that benefit from the infi.astructure replacement projects. AWC also 

lsserts that the SIB mechanism would promote rate stability by imposing more gradual, and smaller 

ateincreases, while at the same time allowing the Company a better opportunity to recover its cost 

)f service, resulting in a healthier company. (Tr. 64-65,303; Ex. A-2, at 12-13.) AWC claims that 

WCO’s Director agreed that, overall, rate gradualism and a healthy utility company provide benefits 

o customers. (Tr. 423,45345.) 

AWC also opposes RUCO’s suggestion that if a DSIC-like or SEI mechanism is approved, 

he Commission should reduce the Company’s return on equity (“ROE”). The Company’s witness in 

%ase 1, Ms. h e m ,  testified that it was important for purposes of raising capital that AWC receive a 

rufficient ROE in conjunction with a DSIC mechanism because even with such a mechanism 

nvestors’ expected returns are not diminished. (Phase 1 Ex. A-34, at 29; Phase 1 Tr. 997-998.) Ms. 

4hem stated that none of the other states that have adopted DSIC-like mechanisms have reduced the 

Itility’s ROE as a result. (Id) The Company also cites to Staff witness Mr. Olea’s testimony at the 

iearing that the 10.55 percent ROE authorized by the Commission in Phase 1 should not be reduced 

1s a result of the SIB Settlement Agreement because of the five percent efficiency credit buiit into the 

4greement. (Ti-. 272-273, 275-276.) AWC points out that Mr. Olea added that because the SIB- 

2ligible plant is only a small portion of AWC‘s rate base, the authorized ROE and SIB should be 

mnsidered separately. (Zd. at 3 17-3 19.) AWC asserts that RUCO did not present evidence as to what 

an appropriate ROE adjustment should be as a result of a SIB, and presented no studies to support its 

claim that a ROE adjustment should be made. (Tr. 427,487-489.) 

With respect to the issue of using depreciation expense as an offset to infrastructure 

replacement costs, AWC claims that the Commission’s rules define depreciation expense as allowing 

for a utility’s recovery of the original cost of plant investment, less salvage value. (Arizona 

Administrative Code (“A.A.C.”) R14-2-102(A)(3).) The Company contends that allowed 

depreciation expense does not provide for extra funds, beyond the return of the capital investment in 

rate base, to fund plant replacements at many times the cost of the plant being replaced. AWC asserts 

that the Commission’s rules, as well as its historic treatment of depreciation expense, entitle a utility 
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o recovery ofits investment (through depreciation) and on its investment (through ROE). (AWC Br. 

it 24-25.) 

Regarding the legal arguments associated with the SIB mechanism, AWC argues that 

dthough the Arizona Supreme Court requires that a utility’s fair value rate base must be utilized 

when setting rates;l’ the Commission has substantial discretion to adopt methodologies and 

ipproaches necessary to address particular issues, such as the impending infrastructure Crisis the 

Zompany claims is facing Arizona’s investor owned water companies. (Arizona Corp. Comm’n v. 

Wzonu Pub. Sen. Co., 113 Ariz. 368,370,555 P.2d 326,328 (1976).) AWC asserts that in Arizona 

%blic &mice, the Arizona Supreme Court found that the Commission has discretion to consider 

mst-test year events and it is in the public interest to have stability in the rate structure rather than a 

mnstant series of rate cases. (Id.) 

AWC also cites Arizunu Community Actiun in support of its contention that approval of the 

S I B  mechanism is within the Commission’s ratemaking discretion. In Arizona Communify Action, 

he Arizona Supreme Court found that a two-step process for including CWIP in rate base, and 

acreaskg rates accordingly, was reasonable. Although the court struck down the Commission’s use 

If the utility’s ROE as the sole criterion for adjusting rates, it found that adding CWIP to the 

letemhation of fair value was reasonable under constitutional requirements if used only for a 

limited period of time. (1 23 Ariz. at 230-23 1 , 599 P.2d at 186- 187.) 

The Company also argues that the holding in Scutes supports the Commission’s ability to 

adjust rates outside of a general rate case if exceptional circumstances exist, such as the Company 

believes are presented in this proceeding. In Scutes, the Arizona Court of Appeals held that the 

Commission was required to determine the utility’s fair value prior to authorking adjustments to a 

telephone provider’s charges for all installaton, moving and changing of telephones. The court 

struck down the Commission’s approval of rate increases for those charges because the Commission 

I 

had not inquired as to whether the increased revenues received by the company resulted in a rate of 

return grater or lesser than the return established during the prior rate case hearing. (Id. at 534,578 

Simmp v. Round Valley Light & Power Co., 80 Ariz 145,151,294 P.2d 378,382 (1956). 

25 DECISION NO. 73938 



_. . . _. . . . -- 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

2: 

21 

2L 

2: 

2t 

2: 

21 

- 

DOCKET NO. W-01445A-11-0310 

’.2d at 615.) However, the court in Scafes stated that there may be exceptional circumstances in 

vhich the Commission could authorize partial rate increases without the submission of an entirely 

iew rate case. (Id. at 537,578 P.2d at 618.) 

AWC asserts that the SIB mechanism is consistent with the cited court cases because the SIB 

urcharges would be based on specific, identifiable, quantifiable plant additions that are reviewed by 

;taf€, and approved by the Commission, before they are implemented. The Company also claims that 

t would be required to file annual summary schedules of inhstruae costs, and how those costs 

would af5ect customer rates. AWC argues that the five percent annual revenue cap, the limit of five 

XB surcharge filings between rate cases, the requirement to file a rate case within five years to seek 

mvery of all of the SIB surcharge infrastructure costs, as well as notice requirements and other 

:becks and approvals, are all factors that reflect consistency with the public interest, Arizona laws, 

md court cases interpreting the Arizona Constitution and applicable statutes. (AWC Br. at 22.) 

EPCOR 

EPCOR argues that the Commission should adopt the proposed SIB mechanism as set forth in 

he Settlement Agreement as a means of improving the fairness of water company regulation in 

Wna and encouraging water utilities to make necessary replacements of water infrastructure. 

:EPCOR Ex. 1, at 2-3.) EPCOR witness Mr. Broderick stated that the SIB mechanism would reduce 

egulatory lag and increase the likelihood that utilities will undertake “earlier, well-paced and 

~ecessary improvements” to replace infrastructure in order to maintain or improve service to 

;ustomers. (Id. at 3.) 

EPCOR claims that the open and transparent negotiation process that led to the Settlement 

Agreement, and the diverse interests involved, required compromises that resulted in an agreement 

that is in the public interest. EPCOR contends that the SIB mechanism provides benefits to utilities 

and customers alike because it will allow surcharges only for replacement of existing plant and will 

allow for smaller, more g~adual increases for customers, as well as an efficiency credit. (EPCOR Br. 

at 2.) 

... 

... 
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Arizona Investment Council 

AIC witness Mr. Yaquinto testified in support of the Settlement Agreement, stating that the 

IB mechanism would provide AWC with an important tool for acquiring the capital needed to 

imce needed repairs to, and replacement of, infrastructure in the Company’s aging systems. (AIC 

ix. 1, at 4.) He indicated that the SIB surcharge would be permitted only for narrowly defined 

riteria, but would allow AWC the opportunity for more timely recovery of plant investments thereby 

=ducing regulatory lag that he believes penalizes investors. (Id.) Mr. Yaquinto stated that AIC 

upports SIB-like mechanisms for all water and wastewater companies and, as set forth in the 

ettlement, the SIB is expected to serve as a template for other companies. (Id) 

AIC supports the Settlement Agreement because it believes the SIB mechanism will position 

LWC to compete for needed capital on better terms and conditions than would otherwise be available 

3 replace critical infrastruchue. (Id. at 5.) According to AIC, approval of ratemaking mechanisms 

ke the SIB will signal to investors that there is an improved regulatory environment in Arizona, 

vhich will further enhance the ability of utilities in Arizona to compete for scarce capital. (Id.) Mr. 

laquinto claims that the SIB mechanism will also benefit customers by enabling water companies to 

oake infrastructure improvements to ensure safe and reliable service, and due to efficiencies from 

hose infrastructure investments that will flow to customers through the five percent efficiency credit. 

Id. at 5-6.) Finally, AIC contends that customers will benefit fkom the SIB mechanism because there 

vi11 be smaller rate increases associated with plant investments that will be spread more gradually. 

Id. at 6.) 

Libertv UtilitiedGlobal Water 

Liberty Utilities and Global Water (jointly “Liberty/Global‘’)26 contend that the SIB is in the 

Jublic interest because it provides a needed mechanism for funding hfhstrwture replacements for 

@ng facilities. They claim that the level of needed infrastructure investment is substantial and even 

,f AWC and otha water utilities were able to raise the necessary capital to h d  such projects, the 

*esult for customers would be massive and sudden rate increases once those investments are 

’ Liberty/Global filed a joint brief in this case and their arguments in support of the settlement will therefore be 
summarized together. 
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ecognized in rate base. LibertyIGlobal state that the better way to address the= infrastructure needs 

3 to adopt a mechanism like the SIB, citing to the testimony of Mr. Olea that companies have to have 

he funds to provide adequate, safe, and reliable service - and the SIB will provide a better 

pprtunity for the Company to do so. (Tr. 375.) Liberty/Global also refer to Mr. Olea’s claim that 

he SIB will benefit both the Company and customers by having a company that is capable of making 

iecessary replacements and improvements so that customers can receive safe and reliable water 

ervice. (Id. at 304.) 

Liberty/Global contend that a key benefit of the SIB is that smaller, more gradual rate 

ncreases are preferable to customers. (Global Ex. 2, at Attach. 2; EPCOR Ex. 1, at 3; RRUI Ex. 1, at 

!.) They claim that with more gradual rate increases it is likely that full, contested rate cases seeking 

arge increases will become less fkequent, and that gradualism is built into the Settlement by virtue of 

he five percent annual cap on SIB surcharge increases. (Global Ex. 2, at Attach. 2; Ex. A-1, at 73.4.) 

bother benefit cited by Liberty/Global is the five percent efficiency credit, which they claim has not 

w n  adopted in any other state that has approved a DSIC-like mechanism. (Global Ex. 2, at 34.) 

rhey point to Mr. Olea’s testimony that the efficiency credit represents an actual dollar benefit to 

atepayers that the Company will never get back. (Tr. 265,330.) LibertyIGlobal further contend that 

he SI3 will enhance the Company’s financial stability by improving earnings and cash flow, and 

hereby its ability to raise funds. (Ex. A-2, at 11-12.) 

LibertyIGlobal assert that the Settlement Agreement’s indication that it may be used as a 

emplate for other companies furthers the public interest by providing uni€ormity of administration, 

md potentially reduces Staff‘s workload in reviewing SIB filings. (Tr. 208, 248.) LibertyIGlobal 

$aim that the SIB was carellly designed because it is intended to be used as a template that would 

more of the burden on utilities, rather than Staff, to allow for quicker processing. (Id. at 288, 

291-292.) 

With respect to the issue of using depreciation expense for infrastructure replacements, 

Liberty/Global argue that A.R.S. 0 40-222 is not a viable alternative to adoption of the SIB. That 

jtatute provides, in relevant part, that the Commission may: 
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ascertain and fix the proper and adequate rates of depreciation of the 
several classes of property for each, and each Epublic service] 
corporation shall conform its depreciation accounts to the rates so 
ascertained and fixed, and shall set aside the money so provided for out 
of earnings and carry such money in a depreciation fund and expend 
the fund, and the income therefrom, only for the purposes and under 
rules and regulations, both as to original expenditure and subsequent 
replacement, as the commission prescribes. 

Liberty/Global claim that the first part of the statute, relating to fixing depreciation rates, has been 

implemented through the Commission’s rules and is applied to utilities in Arizona. (A.A.C. R14-2- 

102.) However, according to LibertyIGlobal, the second part of the statute, authorizing the 

Commission to require a depreciation fund, is an ‘‘obscure and long-dormant provision” that no 

witness in any case has advocated be adopted. (Liberty/Global Br. at 7.) They claim that the statute 

was enacted in 1912, that the Commission has never used the statute, and “if a special, restricted 

Jepreciation f h d  was in the public interest, it would have been used by now.” (Id) 

LibertyIGlobal argue that mandating a depreciation fund would result in higher rates because 

if depreciation funds are restricted to infrastructure replacement, rates would need to be higher to 

provide sufficient cash flow to the Company. (Tr. 343.) They also claim that because depreciation 

~xpense is based on the original cost of the asset, and plant costs increase over time, a depreciation 

fund would not provide adequate capital to replace assets decades later. (Id. at 77,113-1 14,360-362.) 

Liberty/Global M e r  argue that the statute itself does not allow the Commission to act by ad hoc 

orders on this issue, but requires action by ”rules and regulations.” (A.R.S. 0 40-222.) Finally, they 

contend that application of the statute would raise serious constitutional issues, likely sparking 

litigation, because redirecting depreciation expense to a special restricted fund would not provide the 

requid return ofthe utility’s investment, thereby violating the ‘’takings clause” of the United States 

Constitution, the takings clause of the Arizona Constitution (Article 2,s 17), and Article 15, $5 3 and 

14 of the Arizona Constitution. (Liberty/Global Br. at 7-9.) 

With respect to the legal arguments raised by RUCO, Liberty/Global claim that the SIB 

mechanism was specifically tailored to comply with all applicable legal requirements regarding 

ratemaking, including the fair value requirement of the Arizona Constitution. They assert that the 

SIB is a ratemaking adjuster mechanism that is designed to provide for the timely recovery of capital 

29 DECISION NO. 73g3* 



, 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

2c 

25 

28 

DOCKET NO. W-01445A-11-0310 

nsts invested for system improvement projects meeting specific defined criteria, within AWC’s 

zeneral rate proceeding, Liberty/Global contend that Arizona law does not prohibit use of a 

.atemaking adjuster mechanism as long as the mechanism is approved in a rate case and it comports 

i t h  the fair value requirement in Article IS,§ 14 of the Arizona Constitution. They claim that the 

SIB is nearly identical in nature to the Environmental Improvement Surcharge (“EIS”) approved for 

4rizona Public Service Company (“APS”) in Decision No. 73183 (May 24, 2012) pursuant to a 

settlement agreement in the last APS rate case. Liberty/Global point out that the APS settlement was 

signed by APS, Staff, RUCO and a number of other parties without challenge to the legality of the 

EIS. LibertyIGlobal contend that due to the similarities between the EIS and SIB, the Commission’s 

3pproval of the EIS effectively approved the legality of the SIB as well. (LibertyIGlobal Br. at 10- 

11.) 

LibertyIGlobal dispute RUCO’s contention that approval of a DSIC (or SIB) is an 

:xtraordinary ratemaking scheme that is legally impermissible. They assert that approval of the SIB 

would be within the structure of AWC’s base rate case, and the Commission has approved many 

types of adjusters and similar mechanisms in other dockets. LibertyIGlobal argue that although the 

SIB does not fdl into the category of an automatic adjustment clause for specific expenses such as 

gas and electric fuel costs, it is intended to recover plant investment costs incurred by the utility for 

making necessary system improvements and is therefore consistent with the requirements of Scates. 

As described in the W e s  decision, adjustment clauses are generally acceptable if &ne within the 

framework of a utility’s rate structure, in accordance with all statutory and constitutional 

requirements, and are “designed to insure that, through the adoption of a set formula geared to a 

specific readily identifiable cost, the utility’s profit or rate of return does not change.” (Scates, supra, 

118 Ariz. 531,535,578 P.2d 612,616 (App. 1978).) According to LibertyIGlobal, the SIB satisfies 

these requirements because the surcharge would apply only to projects meeting specific criteria, and 

applies a set fomula to readily identifiable and defined plant, using the rate of return established in 

Phase 1, thereby ensuring the Company’s authorized rate of return does not change. (Ex. A-1, at fi 
3.0,3.2,6.3.) 
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LibertyIGlobal assert that even if the Commission were to determine that the SIB is not a 

atemaking adjuster mechanism, it is still a l a m  surcharge authorizing rate increases based on a 

letermination of AWC’s fair value rate base, pursuant to the holding in ResidentiuZ UtiZity Consumer 

)#ice v. Arizona COT. Comm’n, 199 Ariz. 588, 20 P.3d 1169 (App. 2001) (“Rio Verde”). 

Jberty/Global claim that contrary to RUCO’s contention (Tr. 501), the Arizona Constitution does 

lot require that the Commission take all ratemaking elements into consideration as would be done in 

L general rate case, but rather only requires that the fair value of a utility’s property be ascertained 

vhen setting rates. (Arizona Constitution, Article 15, 0 14.) They contend that once fair value is 

scertained, as would be done each time a SIB surcharge adjustment is approved, the Commission 

MS ample discretion to use the fair value in setting rates or adjusting a surcharge. 

Liberty/Global dispute RUCO witness Mr. Rigsby’s claim that the Commission would not be 

naking a new fair value determination as part of each surcharge filing. (RUCO Ex. 12, at 13.) 

,iberty/Global point out that the Settlement Agreement requires a FVRB finding for AWC as 

:stablished in Decision No. 73736, plus the additional SIB plant, along with the rate of return as 

tpplied to that FVRB and related revenue. (Tr. 332-333.) Citing Simms v. Round VuZZey Light & 

'ewer Co., 80 Ariz. 145,294 P.2d 378 (1956), LibertyIGlobal argue that the SIB filly complies with 

he fair value standard because the SIB requires a determination of the fair value of the Company’s 

ate base, as well as the SIB plant, at the time the surcharges are proposed. (80 Ariz. 145,151,294 

’.2d 378, 382.) LibertyIGlobal assert that all the Constitution requires is that the Commission 

ktermine and consider fair value in setting rates, as reinforced in the Arizona Supreme Court’s 

kcision in US West Comm., Inc. v. Arizona Corp. Comm’n, 201 Ark. 242,245-246, 34 P.3d 351, 

354-355 (2001) (“US West If’) and the Court of Appeals’ decision in Phelps Dodge Cop.  v. Arizona 

Elec. Power Co-op., Inc., 207 Ariz. 95, 106, 83 P.3d 573, 584 (App. 2004) (“Phelps Dodge”). 

According to Liberty/Global, both US West LI and Phei’ps Dodge confirm that the Commission has 

broad discretion in using the fair value determination, as long as the fair value is ascertained as pari 

of the analysis. They claim that the Commission has the discretion to adopt mechanisms necessary to 

address particular ratemaking issues, including matters subsequent to a historic test year and 

construction projects contracted and commenced during the test year (Arizona Public Service, supra: 
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it 371,555 P.2d at 329), as well as construction work in progress that is not yet in service (Arizona 

h t y .  Action, supra, at 230, 599 P.2d at 186.) Liberty/Global also point to the Commission’s 

ldoption in prior cases of an ACRM, without a legal challenge, that enabled water utilities to comply 

vith federal arsenic standards, as an example of a mechanism that supports approval of the SIB in 

his case. 

Liberty/Global contend that, as a matter of law, the SIB mechanism falls within the 

:ommission’s broad discretion and is consistent with relevant court decisions. They assert that the 

2ommission has already determined the fair value of AWC’s rate base in Phase 1; that any SIB 

lurcharge will be based on specific Wastructure added to the approved rate base; and that AWC Will 

K required to file annual summary schedules of the actual plant addition costs, along with FVRB 

nfomtion that will enable the Commission to determine, in accordance with Scutes, how the 

aoposed surcharge would impact the Company’s rate of return. Liberty/Global claim that, following 

hat analysis, under the terms of the Settlement, the SIB surcharge would only be permitted to the 

:xtent that AWC’s return on rate base for a particular system does not exceed the rate of return 

iuthorized by Decision No. 73736. (L,iberty/Global Br. at 17-18.) 

Liberty/Global also argue that the SIB mechanism satisfies all required ratemaking elements 

mder Arizona law because the SIB revenue requirement is based on the established rate of return, as 

well as the Phase 1 authorized gross revenue conversion iictor/tax multiplier and depreciation rates, 

less the five percent efficiency credit, which thereby effectively reduces the SIB plant return on 

quity and ensures that AWC’s rate of return does not increase. Other requirements cited by 

Libert$Global include: the &@on of SIB surcharge filigs to once every 12 months, and no more 

than 5 filings between general rate cases; annual true-up filings; submission of detailed information 

showing an analysis of the effect of the SIB plant on FVRl3, revenue, and the fair value rate of return 

Bpproved in Decision No. 73736; and a 3Oday review period for Staff and RUCO, as well as review 

and approval by the Commission. (Id. at 20-21 .) Finally, Liberty/Global contend the EIS approved 

in the most recent APS rate case, pursuant to a settlement signed by RUCO and a number of othei 

parties, is very similar to the proposed SIB and therefore if the EIS is legal, the SIB must likewise be 

legal. 
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- Staff 

In Phase 1, Staff asserted that the DSIC, as proposed by AWC, did not comply with the 

hizona Constitution. (Phase 1 Staff Br. at 26.) Staff stated that the Arizona Constitution requires 

he Commission to determine the fair value of a utility’s property in order to set just and reasonable 

zits, but allows the Commission to make adjustments to rates outside of a rate case through rate 

tdjustors under very limited circumstanms. (Id) Staff added that this authority was limited to 

:xcqtional situations and that to remain in compliance with the Arizona Constitution, the 

:ommission is still required to determine fair value and to consider the overall impact of the 

ldjustment on the rate of return. (Id. (citing Scates, 1 18 Ariz. at 533.)) Staff also asserted in Phase 1 

hat AWC had not provided suflicient detail to allow for a determination that the proposed DSIC 

would meet the constitutional requirements. (Id at 26-27.) For example, Staff expressed doubt in 

?hase 1 concerning the extent or nature of Staffs evaluation of the new plant and its prudency, 

Staff‘s ability to evaluate the overall impact of the rate increase, whether the DSIC would apply only 

x) projects specifically listed in the DSIC Study, and how due process would be ensured. (Id.) Staff 

:oncluded in Phase 1 that without all of these details, the constitutionality of the DSIC cannot be 

ietermined and, thus, the DSIC must be denied. 

Staff further asserted in Phase 1 that the scope of the DSIC was so broad that the “DSIC 

xosses over from the realm of an adjustor mechanism into a rate case.’’ (Id at 28.) St& claimed in 

the prior phase that the DSIC would not be used to recover costs, but instead to increase rate base; 

that the increased rate base would be included for all future calculations of rates; and that the 

surcharge would continue for the life of the asset in question, with the revenue generated to be treated 

as income rather than as a separate fbnd to be used to acquire the plant or pay the cost of the plant. 

(Id) Staff also argued in Phase 1 that there were no exceptional circumstances that would justifL the 

DSIC because AWC always knew that the infrastructure would need to be replaced someday and 

could and should have prepared for that day but failed to do so. (Id at 27.) 

However, Staff stated in its Phase 1 reply brief that: “Staff does not believe that a DSIC, per 

se, would violate the Arizona Constitution so long as its methodology meets the constitutional 

mandate,” but that Staff was concerned that the proposed DSIC did not meet the mandate. (Phase 1 
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3taffReply Br. at 19.) Staff agreed with AWC’s contention that judicial interpretation of the Arizona 

Zonstitution is the origin of the requirement for a finding of fair value and the formula for ratemaking 

n which a rate of return is applied to that fair value. (Id. at 19-20 (citing US West 11,201 Ariz 242, 

!45-46,34 P.2d 351,354-359.) Staff acknowledged that exceptions have been created for matters 

f i r  the historic test year, including construction projects commenced during the test year and CWIP; 

:Or interim rates and automatic adjustment clauses; and for the ACRM. (Id at 20-2 1 .) Staff asserted, 

iowever, that the DSIC proposed in Phase 1 did not qualify as any of thex+-that it could not be 

ustified as an interim rate because there was no emergency, and it could not be justified as an 

ldjuster mechanism because it was designed to pass on the cost of new plant rather than changes in 

specific and segregated costs. (Id. at 21-22.) Staff indicated that, unlike an ACRM, the proposed 

Phase 1 DSIC would apply to more than one plant, would not be limited to only two step increases, 

md would not impose a requirement for a rate case application to be filed by a specific date with a 

zite case (including a true-up) to follow. (Id at 22.) 

In Phase 2, Staff negotiated and signed the Settlement Agreement that Staff asserts remedies 

he issues identified by Staff in Phase 1 as behg legally problematic. Staff contends that the record 

supports a finding that AWC’s infi.astncture replacement needs are extraordinary in scope, and that 

mstomers will benefit fiom timely replacement of aging plant through decreased water losses, fewer 

mtages, and improved quality of service. (Phase 2 Staff Br. at 2.) Staff disputes RUCO’s assertion 

that rate setting methotis must be limited to those traditionally employed in general rate cases. Staff 

points to the ACRM as a mechanism initially employed by the Commission a decade ago, without 

legal challenge, to address an extraordinary situation presented by more stringent arsenic h i t s  

imposed by the USEPA, which adversely affected a number of water companies in Arizona. (See, 

e.g., Decision No. 66400 (October 14,2003).) 

According to Staf€, the SIB mechanism comports with the requirements of the Arizona 

Constitution because it would require the Commission to ascertain AWC’s fair value rate base each 

time a surcharge adjustment is made. Staff points out that Section 7 of the Settlement specifically 

requires the Company to provide a schedule (Schedule D) with each adjustment filing that would 

enable the Commission to update the fair value rate base determined in Phase 1 to reflect additional 
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iIB-eligible plant, which updated fair value finding would be set forth in a Commission Order 

pprovhg each surcharge request. Staff asserts that it is not reasonable to suggest that the 

:ommission would not use the updated fair value information “to aid it in the proper discharge of its 

luties ...” as required by the Constitution. (Arizona Constitution, Article 15, 0 14.) Staff also notes 

hat the Commission may terminate the SIB at any time. (Ex. A-1, at qlO.1.) 

Staff argues that the Commission has broad discretion in employing appropriate rate setting 

nethodologies. Staff cites Simms, supru, wherein the Arizona Supreme Court stated that “[,]the 

ommission in exercising its rate-making power of necessity has a range of legislative discretion and 

10 long as that discretion is not abused, the court cannot substitute its judgment as to what is fair 

ralue or a just and reasonable rate.” (80 Ariz. 145, 154,294 P.2d 378,384, internal citation omitted.) 

;taf€ claims that the SIB would allow the Commission to implement a series of step rate increases, 

mly after making an updated fair value finding, as a means of enabling AWC to undertake 

ubstantial infrastructure replacements without having to file a series of rate cases - which the courts 

nve found would not be in the public interest. (Arizona Public Service, supru, 113 Ariz. 368,371, 

555 P.2d 326,329.) Staff also cites Arizona Community Action, wherein the Arizona Supreme Court 

ipheld the Commission’s approval of step increases associated with CWIP additions (although the 

surt rejected using APS’ ROE as the sole criterion for triggering an increase). (123 Ariz. 228,229- 

!31, 599 P.2d 184, 186-187.) In that case, the court stated that it did not find fault with the 

hnmission’s attempt to avoid a constant series of extended rate hearings by allowing step increases 

msed on the updated CWIP adjustments. (Id. at 230-231,599 P.2d at 186-187.) Staff contends that 

the SIB does not suffer from the “sole criterion” deficiency rejected by the court because the SIB 

joes not employ an earnings test, or any other test, that would be subject to control by the Company. 

Staff points out that the SIB has a number of protections built in, including that: it was 

developed within the context of a 111 AWC rate case; it is limited to replacement projects used to 

serve existing customers, less retirements; each SIB surcharge would be capped at five percent of the 

Phase 1 revenue requirement, subject to true-up; AWC is required to file a full rate case by August 

31,2016, thus ensuring that the SIB adjustments will be of limited duratioq each step increase will 

be approved by Commission Order; the SIB may be suspended by the Commission; and the 
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Zommission will make a fair value finding prior to approval of each SIB adjustment, based on 

ietailed schedules verifying the plant additions that are SIB-eligible. (Staff Br. at 6-7.) 

Staff disputes RUCO’s “single issue ratemaking” arguments, claiming that contrary to 

XUCO’s assertions, the Arizona Constitution does not include that terminology, and under the 

iolding in Scates a full rate case is not required for every rate adjustment given the court’s statement 

hat “[tlhere may well be exceptional situations in which the Commission may authorize partial rate 

ncreases without requiring entirely new submissions.” (Scates, 118 Ariz. at 537, 578 P.2d at 618.) 

The court in Scates stated that it was not deciding “whether the Commission could have refmed to 

irevious submissions with some updating or whether it could have accepted summary financial 

mformation.” (Id,) Staff claims that the SIB requires updated information to be submitted by the 

Zompany and there is no reason to assume that the Commission would not consider that information 

n its evaluation of each SIB surcharge filing. Staff points to Ms. Olea’s testimony that if objections 

were filed regarding the specific SIB schedules submitted by the Company, “StafPs expectations 

would be that the SIB would not go forward and such proceedings as the Commission or Hearing 

Division may order would ensue.. . .” (Tr. 250.) 

Staf€ also contends that, contrary to RUCO’s claims, StafPs position regarding AWC’s 

proposed DSIC in Phase 1 is not inconsistent with its support for the SIB in Phase 2. Staff asserts 

that its concerns in Phase 1 were that the DSIC provided benefits only to the Company, and that the 

DSIC lacked certain features that were necessary to comply with Arizona law. Sta€€claims that those 

issues are resolved by the Settlement Agreement because the SIB provides for a five percent 

efficiency credit that directly benefits ratepayers, and the SIB contains elements that comply with 

Arizona law regarding fair value, step increases, and the corresponding impact on rate of return. 

(Staf€Br. at 9.) 

According to Staff, the SIB provides an equitable balance between the interests of the 

Company and ratepayers because the SIB will enable AWC to attain timely recovery of capital 

investments for needed repairs and replacements while, at the same time, benefitting customers by: 

providing better service; imposing a five percent efficiency credit on SIB plant; and providing foi 

smaller and more gradual rate increases. (Id. at 10.) With respect to RUCO’s suggestion that AWC’s 

36 DECISION NO. 73938 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

2c 

2; 

21 

DOCKET NO. W-01445A-114310 

uthorized ROE of 10.55 percent should be reduced, Staff contends that RUCO did not present 

vidence in either Phase 1 or 2 to support its arguments. Staff claims that “as part of a DSIC-type 

nechanism, the parties and the Aw could consider an adjustment to the ROE set by the 

:ommission.” (Id. at 11, emphasis original.) However, Staff argues that the 10.55 percent ROE 

pproved in Decision No. 73736 should not be modified in Phase 2 because there is no evidence that 

4WC’s overall risk would be reduced by adoption of the SIB, and the negotiated five percent 

:fficiency credit is effectively a surrogate for a ROE adjustment because it reduces the ROE on SIB- 

:ligible plant by approximately 87 basis points (assuming adoption of AWC’s alternative proposal - 
ke Tr. 233). (SWBr. at 12-13.) 

- RUCO 

RUCO argued in Phase 1 that there was no legal basis for the proposed DSIC in Arizona. 

WCO stated that the Arizona Constitution generally requires the Commission to ascertain the fair 

d u e  of a utility’s property in Arizona when it engages in ratemaking, but that Arizona courts have 

dlowed for two situations when the Commission may engage in ratemaking without making a fair 

ralue finding: (1) when the Commission has established an automatic adjuster mechanism, or (2) 

Mhen the Commission approves interim rates. (Phase 1 RUCO Br. at 1 1 - 13 (citing, inter alia, Scutes 

md AZ AG Op. 71-17).) RUCO asserted in Phase 1 that the DSIC was not an adjuster mechanism 

xcause it was not designed to be used to account for fluctuations in specified operating expenses 

=used by price volatility, but instead to recover the cost of replacing plant for which there is no 

dlegation of price volatility. (Id. at 11-12.) RUCO further argued that the DSIC could not be 

urthorized as an interim rate because AWC did not meet the criteria for obtaining interim rates (as 

provided in Arizona Attorney General Opinion No. 71-17) and the Company had not requested 

interim rates. (Id. at 13.) RUCO claimed in Phase 1 that the other states that have DSIC-type 

mechanisms have different laws than Arizona, and that Arizona law protects ratepayers from the 

piecemeal ratemaking and unfair rates that would result if the DSIC were approved. (Id. at 13-14.) 

In its Phase 1 reply brief, RUCO addressed AWC’s assertion that the DSIC proposed in Phase 

1 must be constitutional because the ACRM is constitutional. RUCO claimed that the ACRM 

resulted fiom various stakeholders coming together to address a one-time event (the USEPA’s 
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Ldoption of a more stringent MCL for arsenic) that would impact dozens of Arizona water companies 

;imultaaeousiy; that the ACRM has been and is now treated as an adjuster mechanism, which is one 

)f the liited exceptions to the constitutional fair value requirement as per Arizona case law, that the 

egality of the ACRM had never been called into question or reviewed by any Arizona court, and that 

whether the ACRM would satisfy the legal standard for an adjuster mechanism is “questionable and 

;hould not be presumed.” (Phase 1 RUCO Reply Br. at 2.) RUCO added that the constitutiodity of 

he ACRM was not at issue in this case and was irrelevant in considering the legality of the Phase 1 

XIC. (Id at 2-3.) RUCO reiterated that the Commission must find fair value when setting rates 

:xcept in limited circumstances, which were not satisfied by the DSIC, and that the proposed DSIC 

was therefore not authorized under Arizona law. (Id at 5.)  

With respect to the Phase 2 Settlement Agreement, RUCO argues that the Agreement and 

qxmed SIB are not in the public interest because they do not provide suf€icient benefits and 

xotections for ratepayers. RUCO also reiterates many of the same legal arguments it made in Phase 

1 contending that like AWC’s proposed DSIC, the SIB would violate Arizona law. 

RUCO does not appear to dispute AWCs substantial khastructure replacement needs; 

however RUCO contends that those needs have long been known to the Company; that the 

Commission in Decision No. 73736 granted AWC an increase to its ROE to compensate the 

Company far those idrastmcture needs; that the SIB fails to adequately recognize reduced operating 

cxpenses associated with the replacement plant; that ratepayers will pay more in the long run under 

the SIB; and that the five percent efficiency credit on SIB plant is inadequate compensation for the 

shifting of risk to ratepayers associated with reduced regulatory lag. (RUCO Br. at 1-3.) 

RUCO argues that the SIB is not an adjuster mechanism or an interim rate, which it claims are 

the only exceptions recognized by the courts to the constitutional requirement of ascertaining and 

employing a company’s fair value rate base in setting rates. RUCO cites the Scutes and Rio Verde 

decisions by the Cowt of Appeals to support its contention that adjuster mechanisms may only be 

used to adjust narrowly defined operating expenses, such as fuel costs, and that an adjuster clause 

may only be implemented as part of a full rate hearing. (Scutes, 118 Ark,, 531,535,578 P.2d 612, 

616; Riu Verde, 199 Ariz. 588, 592, 20 P.3d 1169, 1173.) RUCO claims that the proposed SIB 
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nechanism is not an adjuster mechanism because its purpose is not to make automatic adjustments 

br fluctuating operating expenses, but instead only serves to increase the Company’s rate base and 

hus its operating income. RUCO asserts that the SIB only allows rates to adjust upwards as a result 

3f permitting recovery of SIB-eligible plant costs, and that the SIB is not the type of adjustment 

nechanism contemplated by the corn in Scutes. 

According to RUCO, the only other exception to a fair value finding in a full rate case is when 

nterim rates are implemented, which would require that the Commission find the existence of an 

mergency; the posting of a bond by the utility; and an undertaking by the Commission to determine 

6nal rates after a valuation of the utility’s property. (Rio Verde, supra, at 591, 20 P.3d at 1172.) 

RUCO states that AWC has not asserted that an emergency exists; nor has the Company requested 

unplementation of interim rates. RUCO cites Arizona Attorney General Opinion No. 71-17 which 

iefined an emergency as when “sudden change brings hardship to a company, when a company is 

msolvent, or when the condition of the company is such that its ability to maintain service pending a 

brmal rate determination is in serious doubt.” RUCO claims that AWC has not presented evidence 

that it would meet any of the criteria to satisfy an emergency finding under that definition. 

RUCO asserts that the Arizona Constitution’s fair value requirement would not be satisfied if 

rate increases were granted under the proposed SIB mechanism. According to RUCO, the SIB is not 

an adjuster mechanism but is simply a method to enable AWC to recover additional revenue based on 

capital investments made between rate cases. (RUCO Br. at 8.) RUCO contends that there are no 

exceptional cinrumstan ces presented in this case that would warrant approving the SIB. RUCO 

points to Mr. Olea’s testimony at the hearing wherein he stated that the only extraordinary 

circ-ce that developed between Phase 1, when Staff opposed the DSIC, and Phase 2, in which 

Staff supports the SIB, is the Commission’s directive to the parties to negotiate regarding the DSIC 

issue. (Tr. 301.) RUCO claims that a directive fbm the Commission is not the type of event that 

would constitute an extraordinary or exceptional situation. 

RUCO argues that the Commission would not be making a new fair value finding each time 

the Company applies for a surcharge adjustment, citing to Mr. Rigsby’s testimony. (RUCO Ex. 12, at 

13.) Therefore, RUCO claims, the SIB would not meet the constitutional fair value requirements 
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mder Arizona law. In its brief, RUCO quotes a passage from Simms, wherein the Arizona Supreme 

:out statd: 

It is clear, therefore, that under our constitution as interpreted by this 
court, the commission is required to find the fair value of the 
company’s property and use such finding as a rate base for the purpose 
of calculating what are just and reasonable rates .... While our 
constitution does not establish a formula for arriving at fair value, it 
does require such value to be found and used as the base in fixing rates. 
The reasonableness and justness of the rates must be related to this 
finding of fair value. 

Simms, supra, 80 Ariz. at 151,294 P.2d at 382.) RUCO contends that the Schedule D analysis that 

he Company would be required to file with each SIB adjustment request, and which would show the 

mpact of plant additions on the Company’s fair value rate base, revenue, and fair value rate of return 

:stablished in Decision No. 73736, “does not go far enough.” (RUCO Br. at 10.) 

Citing the claims made in Mr. Rigsby’s testimony (RUCO Ex. 12, at 13-15), RUCO suggests 

hat although the Schedule D analysis was included in order to satisfy Scates, “the Commission will 

lot, as required by law, make a meanin@ finding of fair value and use that finding as a rate base for 

he purpose of establishing rates.” (RUCO Br. at 11.) RUCO contends that Skates requires that all 

>arts of the ratemaking equation must be evaluated - “at least a mini-type rate case” - before rate 

djustments could be made, aud the SIB is deficient because it examines only one part of the 

quation. (Id) Therefore, according to RUCO, the SIB would constitute “single issue ratemaking” 

md would render the fair value requirement “meaningless.” (Id.) 

RUCO asserts that there are a number of other problems with the Settlement Agreement, and 

the SIB mechanism, including: the five percent efficiency credit is i n d c i e n t  to compensate 

ratepayers for shifting of risk; the Settlement does not explain what happens to the SIB after the next 

rate case; the SIB expds  eligibility of recoverable costs to almost every kind of plant; the 10 

percent water loss criterion could be gamed and would create an incentive for the Company to 

neglect certain systems near the 10 percent threshold so that plant replacements would become SIB- 

eligible; the SIB does not address the relationship between infrastructure replacement needs and use 

of depreciation expense funds or dividend payouts; the Settlement is unclear as to what will happen if 
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i party objects to a SI3 surcharge filing within the allotted 30-day period; the SIB does not include 

m earnings test; the SIB could generate revenues by serving new customers, despite language to the 

:ontrary in the Settlement; and there is no provision in the Settlement for adjusting the ROE to reflect 

doption of the SIB. (RUCO Br. at 13-17.) 

RUCO concludes that there are numerous reasons why the Settlement Agreement is not in the 

public interest. According to RUCO, the SIB is illegal under Arizona law; there is no tying of the 

SIB and authorized ROE; and the Commission specifically granted AWC a higher ROE in Phase 1 to 

ddress the Company’s intiastructure needs. RUCO claims that adoption of the Settlement will 

stablish a dangerous precedent and encourage companies to seek both a SIB and higher ROE to 

tlddress hfiastmcture needs, resulting effwtively in double recovery for the same purposes. 

llerefore, RUCO requests that the Commission reject the Settlement Agreement. (Id. at 18-19.) 

Discussion 

AWC provided compelling evidence in Phase 1 that its Eastern Group systems, most notably 

the Miami and Bisbee systems, have areas in which the pipes have corroded or otherwise degraded so 

ES to become very hgi le  and to have leaks and breaks occurring at an excessive rate. In addition, 

AWC established that the frequency of leaks and breaks in Eastern Group systems is generally 

increasing. No party has presented evidence effectively refuting AWC’s assertion that it needs to 

begin replacing large amounts of idrastmcture in its Eastern Group systems in an attempt to ensure 

system reliability and reduce excessive water loss. Nor has any party effkctively refited AWC’s 

assertion that its proposed three-year plan is a reasonable and appropriate plan to initiate the 

replacement of infkastructure on a much larger scale than has historically been performed, or AWC‘s 

position that it currently lacks the financial means to complete the inhstructure replacements in the 

timefiame it is proposing without obtaining additional fimding in some manner. 

The Commission generally must determine a fair value rate base and apply a rate of return to 

that rate base when it develops rates. The case law interpreting the Commission’s constitutional 

duties state that the Commission may diverge from this ratemaking method when authorizing interim 

rates in the event of an emergency (k, interim rates), and when the Commission authorizes (in a rate 

case) an automatic adjuster mechanism to address specific costs occurring subsequent to the rate case. 
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kdes suggests that there may be exceptional situations that warrant a departure from the usual 

method. RUCO takes issue with AWC's comparison of its current situation to its need to construct 

rsenic treatment plants to come into compliance with the USEPA MCL standard for arsenic, and 

sserted that AWC's current infrastructure replacement needs do not rise to the level of an 

xceptional situation. 

Leml Issues 

in both Phase 1 and Phase 2, the parties discussed in their post-hearing briefs the legality of a 

)SIC (and in Phase 2 the SIB) under Arizona law. Arizona Constitution, Article XV, 0 14 provides: 

The Corporation Commission shall, to aid it in the proper discharge of its duties, ascertain the fair 

due  of the property within the State of every public service corporation doing business therein . . . .,' 
rhis language has been interpreted to require the Commission to establish a utility's authorized rates 

by applying a fair rate of return to the fair value of the utility's property devoted to the public use at 

he time of the inquiry (or as near as possible thereto), as determined by the Commission based upon 

dl available relevant evidence. (See, e.g., Arizona Corp. Comm'n v. Arizona Water Co., 85 Ariz. 

.98,203-04,335 P.2d412,415 (Ariz. 1959)). 

The Arizona Supreme Court has clarified that "the Commission in its discretion can consider 

na.tters subsequent to the hist~ric year" when establishing fair value rate base in a rate case. (Arizona 

Dublic Service, 113 Ariz. 368, 371, 555 P.2d 326, 328-29 (1976)), and has specifically approved the 

>ortion of a Commission decision that allowed inclusion of CWIP for plant that was under 

anstruction during the test year and would go into service within two years after the effective date of 

5 Step I1 increase, when the step increase methodology had been created in a 111 permanent rate case 

that included a d e t e d t i o n  of fair value. (Arizona Cmty. Action, 123 Ariz. 228,230,599 P.2d 184, 

t86.) 

In Arizona Public Service, the Arizona Supreme Court held that although the Commission 

must ascerfiilll fair value, it was not prohibited from taking into consideration in its fair value 

determination the addition of CWIP after the end of the test year. In so finding, the court statd 
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A plant under construction is at least a relevant factor which the 
Commission could consider in determining fair value. The attorney 
general’s opinion would cut off consideration of any facts subsequent 
to the historic year. In S h s  v. Round Valley, supra, we said: ‘Fair 
value means the value of properties at the time of inquiry (citing 
cases),’ and ‘(t)his is necessary for the reason that the company is 
entitled to a reasonable return upon the fair value of its properties at the 
time the rate is fixed (citing cases).’ From the foregoing, it is obvious 
that the Commission in its discretion can consider matters subsequent 
to the test year, bearing in mind that all parties are entitled to a 
reasonable opportunity to rebut evidence presented. Construction 
projects contracted for and commenced during the historical year may 
certainly be considered by the Commission upon the cutoff time 
previously indicated. We would not presume to instruct the 
Commission as to how it should exercise its legislative functions. 
However, it appears to be in the public interest to have stability in the 
rate structure within the bounds of fairness and equity rather than a 
constant series of rate hearings. 

113 Ark. at 371, 555 P.2d at 329 (internal citations omitted).) The Arizona Supreme Court 

einforced this view in Arizona Community Action, by affirming the Commission’s decision to allow 

nclusion of CWIP in APS’ rate base within two years of a Step II rate increase. (123 Ariz. 228,230- 

!31, 599 P. 2d 184, 186-187.) In that case, the court considered whether it was permissible for the 

:ommission to authorize a rate of return based on plant construction in progress but not yet in 

,enrice, which would result in five percent step increases over a three-year time period (1977-1979). 

Uthough the court struck down the tying of step increases solely to APS’ return on equity, it found 

he Commission’s inclusion of funds expended on CWIP to be “entirely reasonable.” (Zd.) With 

espect to the legality of the step increase approved by the Commission, the court stated: 

In view of [Arizona Public Service], supra, we find entirely reasonable 
that portion of the Commission’s decision allowing the inclusion of 
[CWIP] to go on line within two years from the effective date of the 
Step I1 increase. Nor do we find fault with the Commission’s attempt 
to comply with our indication in [Arizona Public Service], supra, that a 
constant series of rate hearings are not necessary to protect the public 
interest. The hearing culminating in the order of August 1, 1977, 
resulted in a determination of fair value. The adjustments ordered by 
the Commission in adding the CWIP to that determination of fair value 
were adequate to maintain a reasonable compliance with the 
constitutional requirements if used only for a limited period of time. 

[(Zd.)(emphasis added.) 
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As a general proposition, we recognize that the courts have consistently required that the 

:ommission find fair value before allowing an adjustment in rates. As indicated above, exceptions to 

he requirement to base rates on a monopolistic utility’s fair value rate base have typically been 

ecognized for interim rate increases when an emergency exists, and for rate increases caused by 

utomatic ad..ustrnent clauses, when the automatic adjustment clause itself is created in a permanent 

ate case that meets all legal requirements and the clause is designed to ensure that the utility’s profit 

v rate of return is unchanged by application of the clause. (See Rio Verde, supra, 199 Ariz. 588,20 

’.3d 1 169; Scates, supra, 1 18 Ariz. 531,578 P.2d 612; Arizona Attorney General Opinion No. 71- 

7.) 

However, in Scates, the Court of Appeals indicated that in exceptional circurnstan~s the 

:ommission may adjust rates outside of a fidl rate case. Although the court found the Commission 

lid not have authority to allow increases between rate cases to certain of a telephone company’s 

:barges without a consideration of the impact on the company’s rate of return and financial condition, 

he court suggested that updated submissions may be permitted to adjust rates between hll rate cases. 

bus, in Scates, the appellate court suggested a third exception to the general rule: 

We do not need to decide in this case whether as a matter of law there 
must be a de novo compliance with all provisions of the order in 
connection with every increase in rates. The Commission here not only 
failed to require any submissions, but also failed to make any 
exdnation whatsoever of the company’s financial condition, and to 
make any determination of whether the increase would affect the 
utility’s rate of return. There may well be exceptional situations in 
which the Commission may authorize partial rate increases without 
requiring entirely new submissions. We do not decide in this case, for 
example, whether the Commission could have referred to previous 
submissions with some updating or whether it could have accepted 
summary financial information. 

1118 Ariz. 531, at 537,578 P.2d 612, at 618.) 

In Rio Verde, the Court of Appeals addressed the issue of whether the Commission properly 

gpproved a surcharge to recover increased CAP water expenses between rate cases without 

wmta inkg  the utility company’s fair value. The court, citing Simms and Arizona Public Service, 

held that the Arizona Constitution requires the Commission to detemine the company’s fair value, 
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nd the justness and reasonableness of the rates must be related to this fair value. (199 Ariz. 588, at 

i91,20 P.3d 1169, at 1172.) 

However, the courts have also consistently upheld the Commission’s broad discretion to use 

hir value in a manner that recognizes changing regulatory circumstances. For example, in US West 

I ,  supru, the Arizona Supreme Court recognized that although a fair value finding is required under 

he Constitution, the Commission was not bound by a “rigid formula” in setting just and reasonable 

ates. (201 Ariz. at 246,34 P.3d at 355.) Although the court in US West ZIwas considering fair value 

n the context of competitive telewmmunications services, and not for a monopoly water company 

uch as AWC, the court’s discussion of the fair value requirement is instructive. 

Because neither this court nor the corporation commission possesses 
the power to ignore plain constitutional language, we hold that a 
determination of fhir value is necessary with respect to a public service 
corporation. But what is to be done with such a finding? In the past, 
fair value has been the factor by which a reasonable rate of return was 
multiplied to yield, with the addition of operating expenses, the total 
revenue that a corporation could earn. That revenue figure was then 
used to set rates .... But while the c~nstitution clearly requires the 
Arizona Corporation Commission to perform a fair value 
determination, only our jurisprudence dictates that this findw be 
plugged into a rigid formula as part of the rate-setting process. Neither 
section 3 nor section 14 of the constitution requires the corporation 
commission to use fair value as the exclusive “rate basis .”... We still 
believe that when a monopoly exists, the rate-of-retum method is 
proper. Today, however, we must consider our case law interpreting 
the constitution against a backdrop of competition. In such a climate, 
there is no reason to rigidly link the fair value determination to the 
establishment of rates. We agree that our previous cases establishing 
fair value as the exclusive rate base are inappropriate for application in 
a competitive environment .... Thus, fair value, in conjunction with 
other information, may be used to insure that both the corporation and 
the consumer are treated fairly. In this and any other fashion that the 
corporation commission deems appropriate, the fair value 
determination should be considered. The commission has broad 
discretion, however, to determine the weight to be given this factor in 
any particular case. 

:Id at 245-246, 34 P.3d at 354-355.)(internal citations omitted, emphasis original.) The Court of 

Appeals reinforced this finding in PheZps Dodge, stating that 
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.. .our reading of the court’s ruling [in US West I.. . .is consistent with 
the pronouncement.. .that the Commission should consider fair value 
when setting rates within a competitive market, although the 
Commission has broad discretion in determining the weight to be given 
that factor in any particular case. 

207 Ariz. 95, at 106,83 P.3d 573, at 584.) 

The Commission has also previously employed mechanisms such as the ACRM to address 

xtraordinary regulatory challenges for which traditional ratemaking methods were deemed 

nadequate. In Decision No. 66400, in which the Commission first adopted the ACRM, the 

:ommission determined that the proposed ACRM was within the Commission’s constitutional and 

tatutory authority and permitted under applicable case law. (See Decision No. 66400 at 17, 19-20, 

12.) AWC’s ACRM included a requirement that the Company file with each adjustment filing: 

(1)the most current balance sheet at the time of the filing; (2) the 
most current income statement; (3) an earnings test schedule; (4) a 
rate review schedule (including the incremental and pro forma 
effects of the proposed increase); ( 5 )  a revenue requirement 
calculation; (6) a surcharge calculation; (7) an djusted rate base 
schedule; (8) a CWIP ledger (for each project showing 
accumulation of charges by month and paid vendor invoices); (9) 
calculation of the three factor formula; and (10) a typical bill 
analysis under present and proposed rates. 

Id. at 14.) 

The Commission further agreed that the ACRM step increase procedure was based on the 

kpproach for CWIP discussed by the Arizona Supreme Court in both Arizonu Public Service and 

bizom Community Action. The Commission stated that in both cases the court acknowledged the 

:ommission’s authority to consider post-test year matters as long as the Commission complied with 

ts Constitutional duty to determine fair value. The Commission also cited Scutes as supporting the 

2ommission’s authority to approve step rate increases, although only in “exceptional situations.” 

h e  Commission found that the ACRM: 

specifically require[s] that [AWC] file updated financial information to 
verify the actual expenditures i n c d  for installing arsenic treatment 
plant, as well as schedules verifying that the requested step increase 
will not result in a return in excess of the Company’s “fair value” rate 
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base return.... We disagree with RUCO’s contention that inclusion of 
the recoverable O&M expenses violates the tenets of the Scates 
decision.” As the Arizona court explained in that decision, automatic 
adjustment mechanisms may be approved in the context of a general 
rate proceeding as long as the expenses are specific and narrowly 
defined. The modified ACRM proposed by Staff and Arizona Water 
satisfies the Arizona Community Action and Scates requirements 
because it is an automatic adjustment mechanism that is being 
considered in a rate proceeding which includes a “fair value” analysis 
of the Company’s utility plant. Moreover, the expenses that are eligible 
for recovery under the ACRM adjustor mechanism are narrowly 
defined costs that will be incurred by direct payments to third party 
contactors. We believe these components satisfy the requirements 
delineated in both the Scates and Arizona Communi@ Action 
decisions?* 

f ie  Commission concluded that approval of step increases under the ACRM, as described in 

Decision No. 66400, was consistent with the Commission’s authority under the MZOM Constitution, 

atemaking statutes, and applicable case law. (Id. at 22.) 

The Commission has also considered infrastructure surcharges in several additional dockets. 

h e  of these was the docket cited by AWC in Phase 1 in which the Commission considered, in the 

mntext of a permanent rate case for Arizona-American’s Paradise Valley Water District, a requested 

hblic Safety Surcharge for investments to improve fire flow facilities.*’ In that docket, the 

Commission approved, inter alia, Staf€‘s alternative Public Safety Surcharge of $1.00 per 1,000 

3allons on both second-tier and third-tier residential commodity rates and on second-tier commercial 

mnmodity rates, to be used to allow Arizona-American to recover its fire flow project costs, after 

which time the surcharge would terminate. (Decision No. 68858 at 31-32,39-40,44, ex. B.) In 

the decision, the Commission stated that the fire-safety-related infrastructure improvements were 

necessary to ensure the public health and safety of ratepayers and that the ratepayers were largely in 

support of the improvements and willing to pay for them. (Id at 32.) Following the implementation 

of the new rates and the Public Safety Surcharge, however, the Town of Paradise Valley, several 

affected resorts, and some homeowners’ association members contacted the Commission to express 

RUCO had objected to inclusion of O&M expense adjustments in the ACRM, arguing that Arirona Communi@ 
Action had only authorized rate base updates and that the inclusion of O&M adjustments presented matching problems. 

29 
Id. at 19-20. 
Docket No. W-01303A-05-0405 et al. 
Official notice is taken of Decision No. 68858 (July 28,2006). 
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oncern regading bill impacts. The Commission subsequently voted to reconsider the issue under 

L.R.S. 0 40-252 and, 11 months after the Public Safety surcharge had been implemented, reset the 

’ublic Safety Surcharge to zero, stating that the issue should be addressed in Arizona-American’s 

hen-pending permanent rate case. 31 (Decision No. 70488 at 11 , 14.) 

The Commission also considered an infrastructure improvement surcharge in a permanent rate 

ase for Arizona-American’s Sun City Water District.32 In that case, Arizona-American sought 

gproval of a Fire Flow Cost Recovery Mechanism (“FCRM”) that it said would allow it to carry out 

, fire flow improvement plan created by the Youngtown/Sun City Fire Flow Task Force formed 

iursuant to an earlier Commission Decision.33 (Decision No. 70351 (May 16, 2008).) Arizona- 

herican asserted that in the absence of a special hd ing  mechanism, it lacked the financial ability 

D make the recommended fire flow improvements, which had an estimated cost between $2.6 and 

i5.1 million. (Id at 5,23,24.) Mer accepting Staffrecommendations, Arizona-American proposed 

hat the FCRM be structured like an ACRM, but with multiple phases, each of which would be 

eviewed for prudency and reasonableness of costs and would necessitate a Commission Order before 

u1 increase in the FCRM. (Id at 24-25.) RUCO opposed the FCRM, stating that the proposed fire 

low improvements were discretionary and that the FCRM represented single-issue ratemaking and 

eminding the Commission of the problems experienced with the funding mechanism approved for 

ire flow improvements in the Paradise Valley District. (Id at 5,26-27,28.) Staff supported the 

TXM as necessary for public safety, stating that the FCRM should be adopted because the proposed 

mject costs were significant and not a normal system upgrade. (Id at 33.) The Commission denied 

he FCRM, stating the following: 

Our experience with considering major construction projects outside the 
context of a rate case teaches us that often substantial unintended adverse 
consequences can result fiom implementing surcharges such as the 
FCRM. Cost recovery mechanisms such as the FCRM should only be 
implemented in extraordinary circumstances. We do not find that the 
proposed fire flow improvement project warrants the extraordinary rate 
making treatment being proposed by the Company, Staff and Youngtown. 
Consequently, we deny the request to implement the FCRM. Out finding 

I’ 

’3 

Flow Task Force was identified as Decision No. 67093 (June 30,2004). (Decision No. 70351 at 5.) 

Official notice is taken of Decision No. 70488 (September 3,2008). 

Official notice is taken of Decision No. 7035 1 (May 16,2008). The Decision creating the Youngtow~~ISun City Fire 
Docket NO. W-01303A-07-0209. 
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on the merits of the FCRM, however, does not affect how the Commission 
would treat the capital improvements if the Company constpcted them 
voluntarily and seeks their inclusion in rate base in a rate case. 

The Commission also considered and denied a request by Global Water to implement a 

htributed Energy Recovery Tariff (“DERT’) that would operate like an ACRh4 and allow Global 

Water to recover the costs of constructing renewable energy facilities built at wastewater facilities, as 

lose renewable energy facilities were completed.35 (Decision No. 71878 (September 15, 2010)). 

’he initial phase of construction proposed to be covered under the DERT was a photovoltaic 

lstallation with an estimated cost of $1.5 to $2.0 million. (la. at 43.) Both RUCO and Staff opposed 

>e DERT, asserting that any such renewable enam plant costs incurred should be recovered tbrough 

rate case rather than through a special mechanism such as an ACRM-like surcharge. (Id at 43-45.) 

’he Commission agreed, stating: 
We ap laud Applicants’ initiatives in conservation and environmental 

policy objectives are appropriate. However, the proposed plant addibons 
not only are not required to meet government mandated standards, but 
they are also not essential to the provision of utility service by Applicants, 
and would come at the expense of increased costs to customers at a time 
when some customers are already finding it difficult to meet their 
household expenses. We find that in today’s economic climate, the 
benefits of the proposed adjustor do not outweigh the costs to customers, 
which costs include having them bear the risk of Applicants;6plant 
investments. The proposed adjustor will therefore not be approved. 

stewar (% hip. We also agree that in some cases, adjustors that support 

The Commission again considered an Miastructure Improvement Surcharge (“IN”) requested 

)y Arizona-hencan for its Sun City Water district to replace aging mains, hydrants, meters, tanks, 

md booster (Decision No. 72047 (January 6,201 l).) Arizona-American acknowledged 

hat the type of plant to be replaced was ordinary, but asserted that the replacement costs were 

mjected to be quite large.38 (Id at 91 .) Staff and RUCO both opposed the IIS, arguing that the use 

I f  an adjustor mechanism, an extraordinary ratemaking device, was not warranted. (Id at 91-92.) 

‘ Decision No. 70351 at 36. ’ Official notice is taken of DeciisionNo. 71878 (September 15,2010). * Decision No. 71878 at 45-46. 
’I official ndce is taken of Decision No. 72047 (Janua~y 6,201 1). ’* The estimated cost of the necessary plant replacements was not included in the Decision, but was asserkd in 
bizma-American’s post-hearing brief to be $7.5 million for the next five years. Official notice is taken of this statement 
nade on page 40 of Arizona-American’s post-hearing brief filed in Docket Nos. W-01303A-09-0343 et al. on July 16, 
1010. 
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The Commission denied the IIS, “agree[ing] with RUCO and Staff that the recovery of expenditures 

lor plant additions and improvements does not warrant the extraordinary ratemaking device of an 

Idjustor mechanism.” (Id at 92.) 

Most recently, however, in Phase 1 of this proceeding, we indicated that due to the evidence 

iresent& regarding the substantial infrastructure replacement needs faced by AWC, “we are 

rupporthe of the DSIC type mechanism” and kept the record open to allow additional discussions 

xtween the parties regarding the DSIC issue. (Decision No. 73736, at 104.) As discussed herein, the 

settlement Agreement was the product of those discussions and was opposed only by RUCO. 

Conclusion 

Mer reviewing the court decisions interpreting the constitutional requirements imposed on 

he Commission’s ratemaking authority, we believe that the Settlement Agreement, and the SIB 

nechanism incorporated therein, together with the financial information and analysis required herein, 

satisfies the fair value concerns addressed by various court decisions. Although RUCO asserts that 

be Settlement does not require a fair value finding by the Commission when the SIB surcharge is 

djusted, the Schedule D information that is required to be filed at the time a surcharge adjustment 

request is made requires “an analysis of the impact of the SIB Plant on the fair value rate base, 

revenue, and the fair value rate of return as set forth in Decision No. 73736.“ (Ex. A-1 at 17.1-7.) 

Moreover, Mi. Olea testified that any Order would “include a finding of - a determination of fair 

value or a consideration of fair value.” (Tr. 333.) 

From a practical perspective, the SIB would operate very simiIarIy to the existing ACRh4, 

with which the Commission now has extensive experience, and which the Commission has 

determined to be 1awfi.d. However, unlike the ACRM, the SIB does not require the Company to 

include with its surcharge adjustment filings information regarding earnings. We will therefore 

require AWC to include in each of its surcharge adjustment filings similar financial information 

required for ACRM adjustments, as described in Decision No. 66400. To the extent that the 

Settlement Agreement does not require the filing of the following information with each SIB 

adjustment, AWC shall file the following information: (1) the most current balance sheet at the time 

of the filing; (2) the most current income statement; (3) an earnings test schedule; (4) a rate review 
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chedule (including the incremental and pro forma effects of the proposed increase); (5 )  a revenue 

equirement calculation; (6) a surcharge calculation; (7) an adjusted rate base schedule; (8) a CWIP 

edger (for each project showing accumulation of charges by month and paid vendor invoices); (9) 

dcdation of the three factor formula (as requested by Staff); and (1 0) a typical bill analysis under 

iresent and proposed rates. 

The Company shall also be required to perform an earnings test calculation for each initial 

iling and annual report filing to determine whether the actual rate of return reflected by the operating 

ncome for the affected system or division for the relevant 12-month period exceeded the most 

wntly authorized fair value rate of return for the affected system or division, with the earnings test 

x) be: based on the most recent available operating income, adjusted for any operating revenue and 

:xpense adjustments adopted in the most recent general rate case; and based on the rate base adopted 

n the most recent general rate case, updated to recognize changes in plant, accumulated depreciation, 

mntributions in aid of construction, advances in aid of construction, and accumulated’defmed 

lncome taxes through the most recent available financial statement (quarterly or longer). The 

d n g s  test results will be considered in the following manner. If the earnings test calculation 

kscribed herein shows that the Company will not exceed its authorized rate of return with the 

implementation of the SIB surcharge, the surcharge for the year may go into effect upon issuance of 

the surcharge approval order and subject to the conditions described herein. But if the earnings test 

calculation described herein shows that the Company will exceed its authorized rate of return with the 

implementation of any part of the SIB surcharge, the surcharge for that year may not go into effect. 

Lastly, if the earnings test calculation described herein shows that the Company will exceed its 

authorized rate of return with the implementation of the full surcharge, but a portion of the surcharge 

may be implemented without exceeding the authorized rate of return, then the surcharge may be 

authorized up to that amount, again upon issuance of the surcharge approval order and subject to the 

conditions described herein. We reiterate that the proposed SIB surcharges shall be evaluated by the 

Commission according to all relevant factors, including the results of the earnings test. In any event, 

the earnings test shall not impact the approval of the SIB mechanism or the possibility of SIB 

surcharges in future years where authorized in accordance with the SIB mechanism. 
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With this additional information, the SIB allows for a consideration of all of AWC’s costs at 

the time a surcharge adjustment is made, and is therefore permissible under Scates. The SIB 

mechanism also addresses the concerns cited in Scates in that the SIB: is an adjustment mechanism 

established within a rate case as part of a company’s rate str~cture;3~ adopts a set formula that would 

allow only readily identifiable and narrowly defined plant to be recovered through the surcharge; and 

applies the rate of return authorized in Decision 73736 to SIB plant (less the five percent efficiency 

credit). 

In accordance with the court’s holding in Simms, which states that the Commission must find 

and use the fair value of the utility company’s property at the time of the inquiry, and the 

reasonableness and justness of rates established by the Commission “must be related to this finding of 

hir value” (80 Ariz. at 151, 294 P.2d at 382), the SIB mechanism requires a determination of the 

Company’s fair value rate base, including the SIB plant, at the time the surcharges are proposed and 

approved. 

As discussed above, the applicable court decisions have found that the express language in 

Article 15, $14 of the Arizona Constitution requires the Commission to ascertain “fair value.” The 

courts have consistently recognized, however, that the Commission has broad discretion in the rate 

setting formulas and techniques that it employs, and the courts will not disturb the Commission’s 

findings absent an abuse of that discretion. (See, Simms, supra, at 154; Arizona Public Service, supra, 

at 370.) A line of decisions establishes that, as long as fair value is determined, the Commission does 

not abuse its discretion in adopting varying ratemaking mechanisms that allow rate recovery for: 

post-test year plant (Arizona Public Service); CWIP that is not yet in service (Arizona Community 

Action); interim rates or adjuster mechanisms without a fair value finding (Rio Verde); and use of fair 

value as only one factor to be considered in setting rates in a competitive regulatory environment (US 

West I t  PheZps Dodge). An examination of these cases suggests that courts have understood that 

while a fair value determination is always required under the plain constitutional language of Article 

39 The SIB is a different type of adjuster mechanism than has previously been reviewed by the courts because it allows 
recovery of plant costs associated with AWC’s substantial distribution system improvement needs, rather than fuel costs. 
However, even if the SIB is not considered an “adjustment mechanism” under Scute, we believe that it is an exceptional 
circumstance given the significant capital investment requirements for infhsbucture replacements demonstrated by 
AWC. 
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5, $14, the Commission must have wide latitude to fashion ratemaking methods necessary to 

ddress a number of circumstances that may not have been anticipated when the Arizona Constitution 

vas enacted. As long as the fair value finding is related to the rates set by the Commission, and that 

just and reasonable rates” result from the methodologies employed (Article 15, $3), the courts have 

ound that the Commission does not abuse its discretion in regard to its ratemaking powers. 

We believe that the SIB mechanism embodied in the Settlement Agreement, together with the 

dditional financial information and analysis required herein, is compliant with the Commission’s 

~ d t u t i o n a l  requirements, as well as the case law interpreting the Commission’s authority and 

liscretion in setting rates. As described in the Settlement Agreement, the SIB surcharge would be 

~ased on specific, verified, and in-service plant additions that are reviewed by Staff and approved by 

he Commission prior to being implemented. AWC would be required to submit annual surnmary 

chedules showing the actual cost of the infi.astructure, and supporting documentation that will enable 

;taf€ and the Commission to determine how the proposed surcharge adjustments would impact the 

hir value rate of return for each affected system. The SIB mechanism is analogous to the step 

ncreases for CWIP plant that the court found to be a reasonable ratemaking device in Arizona 

kmmunity Action (except for tying the increases solely to return on equity). Although the SIB- 

:ligible plant differs fiom CWIP to the extent that the SIB would not necessarily be under 

:onstruction during the historical test year in the rate case, the requirement that the SIB plant must be 

idly constructed, and used in the provision of utility service (with verification that such is the case) 

irior to inclusion in a surcharge, provides the Commission with an even greater assurance (compared 

with C W )  that the SIB plant is used and usefbl and therefore serves as a proper basis for approving 

ust and reasonable rates. And, by allowing up to five surcharge adjustments between full rate case 

ipplications, the SIB takes into account the court’s observation in the same case that a constant series 

If rate hearings is not necessary to protect the public interest. (Id. at 230-231,599 P.2d at 186-187.) 

By requiring the filing of a full rate case at least every five years (with a review in the subsequent 

:we of all SIB plant that was included in the surcharge during the interim between rate cases), the 

SIB also addresses the concern that the interim rate adjustments would only be in place for a limited 

period of time. In addition to the five percent efficiency credit, the SIB mechanism also includes 
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iotice requirements to customers, a review period for Staff and RUCO (and an opportunity for other 

d e s  or customers to express opposition (See Tr. 310-311)), and an Order by the Commission 

:valuating and approving the appropriateness of the SIB-eligible plant, including AWC’s fair value 

ate base and rate of return. 

Although a DSIC-like mechanism could result in much greater resource demands upon the 

:ommission and Staff than would the current regulatory structure, efforts were made by the parties in 

itructuring the SIB to place more of the informational filing burdens on the Company, thus mitigating 

m y  of the resource concerns that had previously existed with the original DSC proposal. 

With these provisions and protections, as well as others discussed herein, we find that the 

Settlement Agreement represents a reasonable compromise of contested issues, is in accord with 

~ ~ Z O M  law and, as a whole, is consistent with the public interest. The Settlement is therefore 

lpproved.40 

SemeEation of DeDreciation ExDense 

As discussed above, the issue of requiring the Company to set aside depreciation expense in a 

=parate fund to finance inhastructure replacements and improvements was raised during the hearing. 

:See, e.g., Tr. 1 11-1 16.) Although we do not concede, as suggested by Liberty/Global, that A.R.S. 0 
40-222 is legally deficient or that the United States and Arizona Constitutions would prohibit the 

Commission Erom acting under that statute or its constitutional authority, we will not require the 

Company to set aside depreciation expense in a separate fund for Mastructure replacement needs, at 

this time. However, we may reconsider this issue at a future date. 

Return on Ecluitv Adiustment 

Another issue raised during the hearing was whether the 10.55 percent ROE authorized in 

Decision No. 73736 should be modified if a DSIC or DSIC-like mechanism were to be adopted by 

the Commission. The signatory parties have agreed that the rate of return, and thus the ROE, 

authorized in Phase 1 (Decision No. 73736) should be applied to the SIB-eligible plant when 

a As described by Mr. Reiker at the hearing, we will adopt AWC’s alternative schedules as the basis for calculating the 
SIB, as set forth in Ex A-3 (See. Tr. 232-233). Ex. A-3 is attached as “Attachment B.” 
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dculating the surcharge mechanism!1 (Ex. A-1,13.2.1.) 

RUCO asserted that it was foreclosed in Phase 2 from seeking an adjustment to the 

:ompany’s ROE if the Company received approval of a DSIC, based on Commissioner statements 

1- the February 12, 2013 Open Meeting in which Phase 1 deliberations occurred resulting in 

lecision No. 73736. (Tr. 385.) This view was apparently shared by some other parties. (Tr. 174, 

!70-272; RUCO Exs. 5 and 6.) However, RUCO asserted during the Phase 2 proceeding that if a 

:ompany is granted a DSIC mechanism the ROE should be adjusted downward to account for the 

2ompany’s decreased risk (RUCO Ex. 11, at 4). RUCO also argued that the Commission granted 

iWC a higher ROE in Phase 1 in recognition of the Company’s infhstructure replacement needs. 

RUCO Ex. 12, at 15.) 

We disagree with RUCO. As Mr. Olea testified, the existence or lack of a DSIC does not 

:hange the risk of the utility, and therefore the existence or lack of a DSIC should not change the 

dlity’s ROE. (Tr. at 275 to 276). As Mr. Olea explained, the efficiency credit is a more appropriate 

neans to provide a financial benefit to the ratepayers. (Tr. at 276 to 277). Moreover, we find 

ZUCO’s argument ironic; while today RUCO argues that adding a DSIC reduces risk, we do not 

wall RUCO ever arguing that the absence of a DSIC results in higher risk. In addition, RUCO’s 

witness Mr. Rigsby conceded that some of the “sample” group of companies used to determine ROE 

mve DSICs. (Tr. at 485). Logically, to the extent (if any) that a DSIC impacts risk, the reduced risk 

would be reflected in the sample companies used to set the ROE, and we are not persuaded that any 

ldjustment to the ROE is warranted. 
* * * * * * * * * * 

Having considered the entire record herein and being fully advised in the premises, the 

Commission finds, concludes, and orders that. 

FINDINGS OF FACT 

1. On August 5, 201 1 , AWC filed with the Commission an application requesting 

adjustments to its rates and charges for utility service provided by its Eastern Group water systems, 

I’ Decision No. 73736 authorized a cost of debt of 6.82 percent and a cost of equity of 10.55 percent which, when applied 
to a capital structure of 49.03 percent debt and 50.97 percent equity, results in an overall weighted average cost of capital 
of 8.72 percent (Id. at 60-62.) 
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ncluding its Superstition (Apache Junction, Superior, and Miami); Cochise (Bisbee and Sierra 

hta); San Manuel; Oracle; SaddleBrooke Ranch and Winkelman water systems. AWC also 

quested several other authorizations in the application. 

2. On February 20,2013, the Commission issued Decision No. 73736 in Phase 1 of this 

natter, granting AWC a rate increase for its Eastern Group systems and, among other things, keeping 

he docket open for purposes of further consideration of AWC's proposed Distribution System 

mprovement Charge. 

3. By Procedural Order issued February 21, 2013, as modified by Procedural Order 

ssued February 25,2013, this matter was scheduled for hearing commencing April 8, 2013, other 

xocedural deadlines were established, and a procedural conference was scheduled for March 4, 

2013. 

4. On March 4,2013, a procedural conference was conducted during which the parties 

iiscussed various procedural matters. 

5. On March 2 1,20 13, a Procedural Order was issued modifying certain filing deadlines 

established in the procedural schedule. 

6. On April 1, 2013, Staff filed a Settlement Agreement signed by all parties except 

RUCO and Globe. 

7. On April 2,2013, RUCO filed a Motion for Clarification or in the Alternative Request 

to Take Judicial Notice of the Underlying Record. RUCO requested clarification as to whether the 

Commission intended to leave the record open fiom Phase 1 of this case. 

8. On April 2, 2013, AWC filed a Joinder in RUCO's Motion for Clarification. AWC 

agreed with RUCO that the entire underlying record should be held open for citation and reference 

and that DSIC issues &odd not be re-litigated at the April 8,20 13 hearing. 

9. On April 2,2013, testimony in support of the Settlement Agreement was filed by Joel 

M. Reiker on behalf of AWC; by Steven M. Olea on behalf of Staff, by Greg Sorenson on behalf of 

Liberty Utilities; by Ron Fleming and Paul Walker on behalf of Global Water; by Thomas M. 

Broderick on behalf of EPCOR and by Gary Yaquhto on behalf of AIC. 

10. On April 2, 2013, testimony in opposition to the Settlement Agreement was filed by 
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Patrick J. Quinn and William A. Rigsby on behalf of RUCO. 

1 1. On April 4,2013, a Procedural Order was issued stating that the evidentiary record in 

Phase 1 would be held open and incorporated into the Phase 2 record. 

12. On April 8, 2013, an evidentiary hearing commenced before a duly authorized 

4d1ninistrative Law Judge. The hearing continued on April 11, 2013. AWC, RUCO, Liberty 

Utilities, Global Water, EPCOR, AIC, WUAA, Globe, and Staff appeared through counsel. 

13. On April 15,2013, AWC filed revised SIB Schedules A through D in accordance with 

Mr. Reiker’s testimony at the hearing. 

14. On April 29, 2013, post-hearing briefs were filed by AWC, RUCO, EPCOR., AIC, 

S M ,  and jointly by Liberty Utilities and Global Water. 

15. The Settlement provides, among other things for: Commission pre-approval of SIB- 

zligible projects; SIB project eligibility criteria; a limit on SIB surcharge recovery to the pre-tax rate 

of  return and depreciation expense associated with SIB-eligible projects; an “efficiency credit” of five 

percent; a cap on the SIB surcharge of five percent of the Phase 1 revenue requirement; separate line 

items on customer bills reflecting the SIB surcharge and the efficiency credit; Commission approval 

of the SIB surcharge prior to implementation and adjustments; a limit of five SIB surcharge filings 

between general rate cases; an annual true-up of the SIB surcharge; and notice to customers at least 

30 days prior to SIB surcharge adjustments. 

16. The SIB mechanism “is a ratemaking device designed to provide for the timely 

recovery of the capital costs (depreciation expense and pre-tax return on investment) associated with 

distribution system improvement projects meeting the requirements contained herein and that have 

been completed and placed in service and where costs have not been included for recovery in 

Decision No. 73736.” (Ex.A-l,V2.3.) 

17. Cost recovery under the SIB mechanism is allowed for the pre-tax return on 

investment and depreciation expense for projects meeting the SIB-eligible criteria and for 

depreciation expense associated with those projects, net of associated plant retirements. The rate of 

return, depreciation rates, gross revenue conversion factor and tax multiplier are to be the same as 

those approved in Phase 1 by Decision No. 73736. 
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18. The SIB surcharge will include an “Efficiency Credit” equal to five percent of the SIB 

:venue requirement. 

19. The Agreement caps the amount that is permitted to be collected annually by each SIB 

xcharge filing to five percent of the revenue requirement authorized in Decision No. 73736. 

20. The SIB surcharge will be applicable only for plant replacement investments to 

rovide adequate and reliable service to existing customers and that “are not designed to serve or 

mmote customer growth.” 

21. Under the Settlement, AWC: may file up to five SIB surcharge requests between rate 

ase decisions; may make no more than one SIB surcharge filing every 12 months; may not make its 

l i t ial SIB surcharge filing for the Eastan Group pnor to 12 months following the effective date of 

)ecisionNo. 73736 (i.e., February 20,2014); must make an annual SIB surcharge filing to true-up its 

urcharge collections; and must file a rate case application for its Eastern Group no later than August 

1,2016, with a test year ending no later than December 3 1 , 201 5, at which time any SIB surcharges 

ien in effect would be included in base rates in that proceeding and the surcharge would be reset to 

ero. 

22. The SIB surcharge will be a fixed monthly charge on customers’ bills, with the 

urcharge and the efficiency credit listed as separate line items. The surcharge will increase 

roportionately based on customer meter size. 

23. Each SIB surcharge filing must be approved by the Commission prior to 

mplementation. Upon f i g  of the SIB surcharge application, Staff and RUCO would have 30 days 

o review the filing and dispute and/or file a request for the Commission to alter the surcharge or true- 

ip mhargdcredit. Although AWC is also requhed to provide a proposed order with each SIB filing 

or the Commission’s consideration, and if no objection is filed to the SIB surcharge request the 

quest shall be placed on an Open Meeting agenda at the earliest practicable date, in order to protect 

he public interest we believe that Staff should prepare its own Staff Report and Proposed Order for 

he Commission’s consideration. 

24. At least 30 days prior to a SIB surcharge becoming effective AWC is required to 

Drovide public notice to customers in the form of a bill insert or customer letter. The notice mus1 
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nclude: the individual surcharge amount by meter size; the individual efficiency credit by meter size; 

he individual true-up surcharge/credit by meter size; and a summary of the projects included in the 

:went surcharge filing, including a description of each project and its cost. 

25. The Settlement Agreement, with the modifications discussed above regarding 

inancial idormation filing requirements, represents a reasonable compromise of contested issues, is 

n accord with Arizona law and, as a whole, is consistent with the public interest. 

CONCLUSIONS OF LAW 

1, AWC is a public service corporation within the meaning of Article XV of the Arizona 

Zonstitution and A.R.S. $0 40-250,40-251, and 40-367. 

2. 

3. 

4. 

The Commission has jurisdiction over AWC and the subject matter of the application. 

Notice of the proceeding was provided in accordance with the law. 

The SIB mechanism embodied in the Settlement Agreement is compliant with the 

2ommission’s constitutional requirements, as well as the case law interpreting the Commission’s 

wthority and discretion in setting rates. The Commission has the constitutional ratemaking authority 

to approve adjustment mechanisms in a general rate case. 

5.  The Settlement Agreement, and the SIB mechanism incorporated therein, with the 

modifications discussed above, satisfies the fair value concerns addressed by various court decisions. 

I .. 
I . .  

... 

... 

... 

... 

... 

... 

... 

... 

... 
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ORDER 

IT IS THEREFORE ORDERED the Settlement Agreement filed on April 1, 2013, and the 

iIB mechanism incorporated therein, with the modifications discussed above, are reasonable and in 

he public interest, and shall be approved, as discussed herein. 

IT IS FURTHER ORDERED that this Decision shall become effective immediately. 

BY ORDER OF %ARIZONA CORPORATION COMMISSION. 

:OMMISSIONER 

IN WITNESS WHEREOF, I, JODI JERICH, Executive 
Director of the Arizona Corporation Commission, have 
hereunto set my hand and caused the official seal of the 
Commission to be &ed at the C City of Phoenix, 
this gscz day of 2013. 

XSSENT 
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SETTLEMENT AGREEMENT ON DSIC! AND DSIC-LIKE PROPOSALS 
AND 

LIST OF SIGNATORY PARTIES 

The purpose of this Settlement Agreement (“Agreemat”) is to settle specific, identijied 
remaining issues related to Phase 2 of Docket No. W-01445A-11-0310, Arizona Water 
Company’s (“AWC” or “Company“) appbation to increase rates for its Eastan Group of 
systems as identified in its August 5, 201 1 application (‘Rate Case”). These remaining issues 
relate to a DSIC proposal presented by AWC in the Rate Case and the parties’ responses to that 
proposal, including presentation of DSIC-like proposals. This Agreement is entered into by the 
following entities: 

Arizona Water Company 

Arizona Corporation Commission Utiliti’es Division (“Staff“) 

Global Water - Palo Verde Utilities Company, Global Water - Smta Cruz Water Company, 
Valencia Water Company- Town Division, Valencia Water Company - Greater Buckeye 

Division, Water Utility of Greater Tonopah, Willow Valley Water Co. and Water Utility of 
Northem Scottsdale (collectively the “Global Utilities”) 

EPCOR Water Arizona Inc. 

Rio Rico Utilities, Inc. dba Liberty Utilities (“Liberty Utilities”) 

The Water Utility Association of Arizona (“WUAA”) 

Arizona Investment Council (“Alp) 

These entities shall be referred to collectively as the “Signatory Parties.” 

: ...  . _ .  . 

. ’  
‘ I  
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TERMS AND CONDITIONS 

In consideration of the promises and agreements contained in this Agreement, the 
Signatmy Parties agree that the following numbered sections and subsections, including attached 
exbibits and schedules, comprise the Signatory Parties’ Agreement. 

1.0 RECITALS 

1.1 Docket No. W-01445A-11-0310 was commenced by the filing of a rate 
application by AWC on August 5, 2011. AWC’s application (‘‘Applidon?, among other 
relief; proposed that the Arizona Corporation commission (”ACC” or “Commission”) adopt a 
Distribution System Improvement Charge (“DSIC”). 

Following a sufficiency -finding by Staff on September 6,201 1, RUCO filed an 
Application to Intervene on September 14,2011. Kathie Wyatt filed an Application to Intervene 
on October 20,201 1. 

TheA- ’ve Law Judge granted the applications to intervene filed by 
RUCO and Kathie Wyatt- No other persons or entities intervened in the Rate Case or 
participated in the proceedings until after the Chnmission entered its Decision No. 73736 on 
February 20,2013. 

’ 

1.2 

13 

1.4 The Administrative Law Judge scheduled an evidentiary hearing on the 
Application to commence on May 14,2012. The evidentiary hearing closed on May 24, 2012. 
Testimony and exhibits were presented by AWC, RUCO, and Staff Kathie Wyatt did not 
appear. 

, 1.5 Following post-hearing briefin& the Administrative Law Judge issued a 
Recommended Opinion and Order (“ROO”) on 3anuary 30, 2013. AWC and RUCO filed 
exceptions to the ROO and Staff responded to AWC’s exceptions. In addition, ammdments to 
the ROO were presented at the Open Meeting at which the Commission considered the ROO on 
February 12, 2013. At the Open Meeting on that date, the Commission voted 5-0 to adopt 
Decision No. 73736, and reopened intervention for the limited purpose of discussing AWC’s 
DSIC proposal, other DSIC-like propods, and the possibility of achieving a settlement or 
compromise on the two. On February 21, 2013, the Adminkathe Law Judge issued a 
procedural Order setting forth a schedule for the determination- of the remaining issues in Phase 
2 of the Rate Case (the ‘‘Phase 2 Proceedings”). 

The Global Utilities, EPCOR Water Arizona Inc., Liberty Utilities, Whi, 
A&ona Investment Council and the City of Globe moved to intervene and were granted 
intervention in the Phase 2 Proceedings. Staff filed a notice of settlement discussions on 
February 21,2013, setting settlement discussions in the Phase 2 Proceedings for March 4,2013. 
The Signatory Parties and Kathie Wyatt were notified of the settlement discussion process, were 
encouraged to participate in the negotiations, and were provided with an equal opportunity to 
participate. Formal settlement discusSions betwten the Signatory Parties began on the schtduld 
date of March 4,2013. Kathie Wyatt did not appear or participate. A settlement was reach4 on 
a l l  issues in the Phase 2 Proceedings by the participating Signatory Parties. 

1.6 
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1.7 The Signatory Parties agree that the negotiation process undertaken in this matter 
WZLS open, transparent and inclusive of all Signatory Parties, with each such party having an 
equal opportunity to participate. All Signatory Parties attended and actively participated in the 
settlement discussions. This Agreement is a result of those meetings and the Signatory Parties’ 
good faith effortk to settle all of the issues presented in the Phase 2 Proceedings. 

The purpose of this Agreement is to document the sdement of all issues 
presented in the Phase 2 Proceedings in a manner that wilI promote the public interest and 
provide for a prompt resolution of the issues on the schedule ordered by the Commission. 

I 

1.8 

1.9 The Signatory P d e s  agree that the terms of this Agreement will serve the public 
interest by providing a just and reasonable resolution of the issues presented in the Phase 2 
Proceedings and promoting the health, welfare and safety of customers. Commission approval 
of this Agreement will further s m e  the public interest by allowing the Signatory Parties to avoid 
the expense and delay associated with continued litigation of the Phase 2 Proceedings. 

”he Signatory Parties agree to ask the Commission to (1) find that the terms and 
conditions of this Agreement are just and reasonable and in the public interest, along with all 
other necessary fmdings, and (2) approve the Agrement and order that the Agreement and the 
System Improvement Benefits (%B”) mechanism contained herein shall become effective at the 
earliest practicable date. . 

1.10 

I i 

i 

! 

. .  

2.0 

It is necessary for AWC to undertake a variety of system improvemats in order 
.to’&tain adequate and reliable service to existing customers. AWC is also required to 
complete certain system improvements in.order to comply with requirements imposed by law. 
The Signatory Parties acknowledge that these projects are necessary to provide proper, adequate 
and reliable service to existing customers; are not designed to serve or promote customer growth; 
and will not comprise an upgrade or expansion of existing plant unless justified for existing 
customers per Section 6.3.3. 

SYSTEM IMPROVEMENT BENEFITS (“SIB”) MECHANISM 

2.1 

2.2 Both the cost of these projects and the timing of their proposed completion and 
other factors set forth in the record create a circumStance fm AWC that justifies the 

, implementation of a SIB mechanism. . -  

2.3 For ratemaking purposes and for the purposes of this Agreement, the Signatory 
parties agree tbat the Commission may authorize a SIB mechanism for AWC in Dock& W- 
01455A-11-0310. The SIB mechanism is aratemaking device designed to provide for the timely 
recovery of the capital costs (depreciation expense and pre-tax retuxn on investment) associated 
with distribution system improvement projects meeting the requirements contained herein and 
that have been completed and placed in service and where costs have not bem included fa 
recovery in Decision No. 73736. 

A list of these projects and an estimation of the capital costs of each is set fortb m 2.4 
SIB Plant Table I, attached hereto as Exhibit A 

4 
I 
I 
! 
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2.5 AWC may seek a SIB surcharge for projects on SIB Plant Table I that have been 
completed and placed into service, per SIB Plant Table II (Exhibit C). 

3.0 CALCULATION OF AMOUNTS TO BE COLLECTED BY THE SIB 
SURCHARGE 

3.1 The amount to be collected by the SIB surcharge (“SIB Authorized Revenue”) 
sfiall be equal to the SIB revenue requirement minus the SIB efficiency credit. 

3.2 The SIB revenue rqukement is equal to the required pre-tax return on investment 
and depreciation expense associated with SIB-eligible projects that have been completed and 
placed into service, per SIB Plant Table II (Exhibit C), net of associated retirements. For such 
calculation: 

3.2.1 The required rate of return is equal to the o v d  rate of return a u t h o W  
in Decision No. 73736. 

. .  
32.2 The gross revenue conversion f i c t o r k  multiplier is equal to the gross 

conversion factor/tax multiplier approved in Decision No, 73736 an& I 
I 

3.23 The applicable depreciation rate@) is equal to the depreciation rate@) 
Bpproved in Decision No. 73736. 

3 3  The SIB Efficiency Credit SM be equal to five percent of the SIB revenue 
requirement. 

3.4 The amount to be collected by each SIB surcharge filing shall be capped a&ually 
at five percent of the revenue requirement authorized in Decision No. 73736. 

I 

4.0 TIMING AND FREQUENCY OF SIB FILINGS 

4.1 
Parties agree that. 

For ratemaking purposes and for purposes of this Agrement, the Signatory 

4.2 AWC may make its initial SIB surcharge filing no earlier than twelve months 

Any subsequent SIB surcharge filings shall be made within sixty (60) days of the 

after the entry of Decision No. 73736. 

4 3  
end of the previous twelve (12)-month SIB surcharge period. 

4.4 AWC may make no more than one (1) SIB surcharge sling every twelve (12) 

AWC is permitted no more than five (5)  SIB surcharge filings between rate case 

months. 

4.5 
decisions. 

5 
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4.6 Unless o t h k s e  authorized by the Commission, AWC (Eastern Group) shall be 
quire,d to file its next g e n d  rate case no later than August 31,2016 with a test year ending no 
later than December 31,2015. 

b y  SIB surcharges that are in effect shall be reset to zero upon the date new rates 

4.8 . Every six (6) months AWC shall file a report with Docket Control delineating the 
status of a l l  SIB eligible projects listed per SIB Plant Table I above, and may include 
modifications to that list for approval by the CommisSion using the process referenced in Section 
6.0. 

. 

4.7 
become effective in AWC's next general rate case. 

4.9 AWC shall make an annual SIB surcharge tXng to true-up its collkctions under 
the SIB surcharge and establish the surcharge for the new surcharge period. A new SIB 
surcharge may be combined with an existing SIB mrcharge such that a single SIB surcharge and 

I . . SIB efficiency credit are shown on a customer's bill. 

5.0 RECONCILIATION AND TRUEUPS 

I .  
I 
1 

1 

5.1 'The revenue collected by the SIB surcharge over the preceding twelve months 
shall' be trued-up and reconciled with the SIB Authorized Revenue for that period. 

For each twelve (12) month period tbrmt a SIB surcharge is in effect, AWC shall 
reconcile the amounts collectedby the SIB surcharge with the SIB Authorized Revenue, for that 
twelve (12)-rnonthperiod, consistent with Scheduie B, attached hereto as Exhibit B. 

5.2 

. 5.3 Any under- or over-collected SIB revenues shall be.recovered or refuoded, 
without interest, over a twelve-month period by means of a fixed monthly true-up surcharge or 
credit . 

5.4 Starting with the second annual SIB surcharge, where there are ova/mda- 
~~llected balances related to the previous annual SIB surcharge, such.over/under-wUW 
balances shall be canid over t~ the next yew, and capped to the extent annual revenues & 
exceed the five percent cap. If, after the five year period there remains an over/mder-co&cted 
balance, such balance shall be reset to zero, and any over/under-collected balance shall be 
addressed in the Company's next rate cast for the Eastan Group. 

' 

.. 6.0 ADDING PROJECTS TO SIB PLANT TABLE I 

6.1 For ratemaking purposes and for purposes of this Agreement, the Signatory 
Parties agree that AWC, during the period to which the SIB applies, may request Commission 
au&orization to modify or add other projects to  SB Plant Table L Such additional projects may 
be added to SIB Plant Table I if they satisfy the criteria set forth in Paragmphs 6.2,6.3, and 6.4. 

6 
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6.2 To be eligible for SIB recovery, an asset must be utility plant investment that 
represents expenditures made by the Company t~ maintain or improve existing customer service 
and system reliability, integrity and safety, Eligible plant additions are limited to replacement 
projects. The costs of extending facilities or qmcity to serve new customers are not recoverable 
through the SIB mechanism. 

6.3 To be eligible for SIB recovery, a project must be a distribution system 
improvement that satisfies at least one of the following miteria: 

6.3.1 Water loss for the system exceeds ten (10) percent, as calculated by the 
folIowing formula: 

63.1.1 ((Volume of Water Produced - (Volume of Water Sold + 
Volume of Watm Put to Beneficial Use))/(Volume of Water Produced)). If the Volume of Water 
put to Beneficial Use is not metered, it shall be established in a reliable, verifiable m a m q  

63.2 W a .  Utility p h t  assets have remained in service beyond thejx useN 
service lives (based on that system’s authorized utility plant depreciation rates) and are in need 
of replacement due to being worn out or in a deteriorating condition through no of the 
Company; 

63.3 Any other engineering, operational or financial justification supporting 
the need for a plant asset replacemtint, other than AWC‘s negligence or improper maintenance, 
including, but not limited to: 

A documented increasing level of repairs to, or failures of, a 
plant asset justifying its replacement prior to reaching the end of its useful service life (e.g. black 

Meter replacements for systems that have implemented a meter 

Meters replaced in a system for the purpose of complying with . 

633.1 

poly pipe); 

6.33.2 
testing and maintenance program in compliance with A.A.C. R14-2-408 (E); 

the U.S. Environmeptal Protection Agency’s Reduction of Lead in Drinking Water Act of 2010; 
and 

6.3.3.3 

633.4 Assets that are required to be moved, replaced or abandoned by 
a govemmtal agency or political subdivision if AWC can show that it has made a good faith 
effort to seek reimbursement for d or part of the costs incurred. 

6.4 To be eligible for SIB treatment, a project must be a distribution system 
improvement with assets to be classifikd in the following plant categories: 

6.4.1 Transmission and Diitribution Mains; 

6.4.2 FireMains; 

7 DECISlQN NO. 73938 -- 



. 

6.43 Services, including Service Comections; 

6.4.4 Valves and Valve Structures; 

6.4.5 Meters and Meter Installations; 

6.4.6 Hydrants 

Dock& NO, W-01445A-11-03 10 .. .:. ._:. . 

. .  . .  

6.5 With a request to modify or add projects to SIB Plant Table I, AWC shall provide 
a proposed order for Commission consideration. Staff and RUCO shall have 30 days to object to 
the projects AWC is seeking to mclude in its revised SIB Plant Table I. Staff shall promptly 
process AWC's request and shall docket any Staff recommendations to the Commission witbjn 
thirty days after AWC has filed its request. If there is no objection to AWC's request, that 
ques t  shall be placed on an open meeting agenda at the earliest practical date. 

7.0 SIB SURCHARGE FILING REQUIREMENTS 

7.1 For ratemaking purposes and for all purposes of this Agreement, the Signatory. 

7.1.1 A schedule (an example of which is attached hereto as Exhibit C, SIB 
Plant Table 11) showing the SIB eligible projects completed for which AWC seeks cost recovery. 
Such projects must 1) be projects set forth in AWC's initial SIB Plant Table I or have been added 
to said SIB Plant Table I pursuant to Section 6.0 of tbis agreement; 2) have been completed by 
AWC; and 3) be actually serving customers. 

parties agree thatAWC shall include the followhg information with each SIB surcharge filing: 

7.1.2 SIB Schedule A (an example of which is attached hereto as Exhibit D), 
showing a calculation of the SIB revenue requirement and SIB efficiency credit, a i  well as the 
individual SIB fixed surcharge calculation; 

7.1.3 SIB Schedule B (an example of which is attached hereto as Exhibit B), 
showing the overall SIB revenue true-up calculation for the prior twelve-month SIB surcharge 
period, as well as the individual SIB fixed true-up surcharge or credit calculation; 

7.1.4 SIB Schedule C (an example of which is 'attached hereto as Exhibit E) 
showing the effect of the SIB surcharge on a typical residential customer bill; 

7.1.5 SIB Plant Table 11, swnmarizing SIB-eligible projects completed and 
included in the current SIB surcharge filing. 

7.1.6 SIB Plant Table I (an example of which is attached hereto as Exhibit A), 
mmarizirng SIB-eligible projects contemplated for the next twelve (12)-month SIB surcharge 
period 
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1. 

7.1.7 SIB Schedule D (an example of which is attached as Exhibit F) showing 
an analysis of the impact of the SIB Plant on the fair value rate base, revenue, and the fair value 
rate of return as set forth in Decision No. 73736. 

7.1.8 A proposed order for the Commission's consideration. 

7.2 At least 30 days prior to the SIB surcharge becoming effective, AWC shall 
provide public notice in the form of a billing insert or customer le$& which includes the 
fouowing information: 

7.2.1 The individual SIB surcharge amount, by meter size, 

7.2.2 The individual SIB efficiency credit, by meter size; 

7.2.3 Any individual SIB true-up surcharge or credit, by meter size, and 

7.2.4 A summary of the projects included in the current SIB surcharge f i g ,  
including a description of each project and its cost. 

I 

8.0 RATEDESIGN 
I 

I 
I 

8.1 The SIB fixed surchargehate design shall be calculated as follows: 

8.1.1 The SIB surcharge shall be a fixed monthly surcharge containing a SIB 
fixed surcharge and the SIB efficiency credit as its two components. 

8.1.2 The SIB surcharge shall be calculated by dividing the overall SIB revenue 
requirement by the number of Y8-inch equivalent meters serving active customers at the end of 
the niost recent twelve (12) month period, and shall increase with meter size based on the 
following meter capacity multipliers: 

8.13.1 5/8-in~h x %-inch 1 .o times 

8.1.2.2 1-iach 2.5 times 

8.1.23 1 %-inch 5 times 

8.1.2.4 2-inch 

8.1.2.5 3 - k h  

.8 times 

16 times 

8.1.2.6 4 - k h  25 times 

9 
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8.1.2.7 6-incb . 50times 

8.1.2.8 8 - k h  . 80 times 

8.1.2.9 10-inch & above 115 times 

8.2 The SIB surcharge shall apply to all of AWC’s metered g a d  service 
customers, including private fire service customers. 

9.0 SIB SURCHARGE IMPLEMENTATION 

9.1 
parties agree W. 

For ratemaking purposes and for all purposes of this Agreement, the Signatory 

9.2 AWC’s SIB surcharges and SIB true-up surcharges/credits shall not become 
effective unless approved by the Commission. 

9.3 AWC shall provide a proposed order with each SIB surcharge filing for the 
Commission’s consideration. - 

9.4 Staff and RUCO shall have thirty (30) days fbm the date a SIB surcharge filing is 
made by AWC to reView the amount of the SIB surcharge or SIB true-up surcharge or credit, and 
dispute and/or file a request for the cmmission to alter the SIB surcharge or SIB true-up 
surcharge/credit. If no objection is filed to AWC’s request within the thirty-day timeframe, the 
request shall be placed on an open meeting agenda at the earliest practicable date. 

10.0 COMMISSION REVIEW OF SIB WCBAMISM 

10.1 For rate- pkoses a d  for all purposes of this Agreement, the Signatory 
Parties agree that the Commission may determine that good cause exists to suspend, terminate or 
modify AWC’s SIB mechanism, after the affected parties are afforded due process and BII 
opportunity to be heard prior to any suspension, termination, or modification of the SIB 
mechanism. 

10.2 The signatory Parties agree tiat, although the SIB mechanism discussed in this 
agreement may be used as a template in other rate proceedings, it is specific to AWC in Docket 
W-O1455A-11-0310. The Signaloiy Parties fa agree that Staff may recommend and/ox M 
any utility may apply to the Commission for a similar SIB mechanism for projects meeting the 
criteria outlined herein in a full rate case application. 

11.0 COMMISSION EVALUATION OF PROPOSED SETTLEMENT 

10 
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11.1 This Agreement shall serve as the procedural device by which the Signatory 
Parties will submit their proposed settlement of the Phase 2 Rate Proceeding to the Commission. 
Nothing herein is intended to amend or supersede Decision No. 73736, which Decision is final in 
every respect. 

11.2 All currently-filed testimony and exhibits, as well as the testimony in support of 
this Agreement anticipated by the Commission’s February 21,2013 Procedural O r b ,  shall be 
offered into the CommisSion’s record as evidence. All Signatory Parties waive the &g and 
submission of surrebuttal testimony and exhibits from Staff and Intervenors, and the filing and 
submission of rejoinder testimony and exhibits from AWC. 

The Signatory Parties recognize that the Commission will independenfly consider 113 
and evaluate the tenns of this Agreement. 

11.4 If the Commission issues an order adopting all material terms of this A m e n t , ,  
such action shall constitute Commission approval of the Agreement. Thereafter, the Signatory 
Parties shall abide by the terms of this Agreement, as approved by the Commission. ’ 

11.5 The Signatory Parties agree to support and defend this Agreement., including 
filing testimony in support of the Agreement and presenting evidence in support of the 
Agremnent at the hearing in the Phase 2 Proceedings scheduled to begin on April 8,2013, and 
wiU not oppose my provision of the Agreement in pre-filed or live testimony. The parties agree 
to waive their rights to appeal a Commission Decision approving the same, provided that tbe 
Commission approves all material prodsions of the Agreement The Signatory Parties shall ‘take 
reasonable steps to expedite consideration of the settlement, entry of a Decision adopting the 
settlement, and implementation of the mechanism anticipated in this Agreement, and shall not 
seek any.delay in the schedules set for consideration of the Ajgeement or for the Adininiskative 
Law Judge’s or Commission’s consideration of the settlement embodied in the Agreement. If 
the Commission adapts an order approving all material terms of this Apeement, the Signam 
Parties will support and defend the Commission’s order before any court or regulatory agency in 
which it may be at issue. 

. 

, 
I 

I 
I 
! 
! 

. I  
i 

I 1 
. .  
. .  

‘ I  
! 

11-6 If the Commission fails to issue an order adopting a l l  material terms of this 
Agreement or adds new or different material .terms to this Agreement, any or all of the Signatory 
Parties may withdraw from this Agreement, and such Signatory Party or Parties may pursue 
without prejudice their respective remedies at law. For the purposes of this Agreement, whetha 
a tern is materiaf shall be left to the discretion of the Signatory Party choosing to withdraw fi-om 
the Agreement If a Signatory Party files an application for rehearing before the Commission, 
Staff shall not be obligated to file any document QT take any position regarding the withdrawing 
Signatory Party’s application for rehearing. 

Staff does not have the power to bid the 
comm,issioa For purposes of proposing a settiement agreement, StafT acts in the same manner 
8s any party to a Commission proceeding. 

I 

11.7 The Signatory parties recognize 

12.0 MISaLLANEOUS PROVISIONS 

11 
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12.1 The provisions set forth in the Agreement are made for purposes of settlement 
only and sbatl not be construed as admissions against interest or waivers of litigation positions of 
the Signatory parties in this proceeding or related to other or future rate cases. 

This Agreement represents the Signatory Parties' mutual desire to settle disputed 
issues in a m a ~ e r  consistent with the public interest. None of the positions taken in this 
Agreement by any of the Signatory Parties may be relied upon as precedent in any proceeding 
before the Commission, any other regulatory agency, or any court for any purpose except in 
furtherance of this Agreement. 

12.3 This case presents a unique set of c i r c ~ c e s  and to achieve consensus for 
settlement, participants may be accepting positions that, in other circumstances, they would be 
unwilling to accept. They are doing so because the Agreement, as a whole, with its various 
provisions for settling the unique issues presented by this w e ,  is consistent with their long-term 
interests and with the broad public interest The acceptance by any Signatory Party of a specific 
element of this Agreement shall not be considered as precedent for acceptance of that element in 
any other context. 

12.2 

12.4 No Signatory Party is bound by any position asserted in negotiations, except as 
expressly stated otherwise in this Agreement. No Signatory Party shall offer evidence of 
conduct or statements ma& the course of negotiating this Agreement before this Commission, 
or any other regulatory agency, or any court. 

' 
12.5 Each of the tern and conditions of the Agreement is in bnsideration and support 

The Signatory Parties warrant and represent that each person whose signature 
appears below is fblly authorized apd empowered to execute this Agreement. 

The Signatory Parties acknowledge that they are represented by competent legal 
counse1 and that they understand all of the terms of this Agreement and have had zu3 opportunity 
to participate in the drafting of this Agreemeat and to M y  review it with their counsel before 
signing, and that they execute this Agreement with full knowledge of the terms of the 
Agreement. 

of a l l  other terms. Accordingly, the te rn  are not severable. 

11.6 

. 12.7 

. 

12.8 This Agreement may be executed in any number of counterparts and by each 
individual Signatory Party on separate Counterparts, each of which when so executed and 
delivered shall be deemed an original and all of which taken together shall constitute one and the 
same instrument. This Agreement may also be executed electronically or by facsimile. 

Commission order, rule or regulation, this Agreement shall control. 
12.9 To the extent any provision of this Agreement is inconsistent with any existing 
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ARIZONA WATER COMPANY 

ARIZONA CORPORATION COMMISSION 
UTILITIES DMSION 

Name: 
Its: 

.GLOBAL WATER - P k O  VERDE UTILITlES 
COMPANY 

By: 
Name! 
Its: 
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Executed this - day of March, 2013. 

. 

Docket NO, W-01445A-11-0310 

ARIZONA WATER COMPANY 

By: 
Name: 
Tb. 

ARIZONA CORPORATION COMMXSSION 
UTILITIES DMSION 

/ 

GLOBAL WATER - PAL0 VERDE UTILmES 
COMPANY 

By: 
Name: 

I 
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'Executed this - day of March, 2013. 
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ARIZONA WATER COMPANY 

By: 
Name: 

By: 
Narne: 

GLOBAL WATER - 
COMPANY . -  PAL0 VERD.E UTILITIES 

By: 

Its: Vice-President 

13 
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7 '  

GLOBAL WATER - SANTA CRUZ WATER 
COMPANY 

. . ... 

Its: Vice4?resident 

VALENCIA WATER COMPANY - TOWN 
DIVISION 

Its: Vice-president \. 

736346.110324022 

VALENCIA WATER COMPANY.-  GREATER 
BUCKEYE DIVISION 

Its: Vice-President - 1 

WATER UTILITY OF GREATER TONOPAH 

By: 
Nam6: Ron Fleming 

v 

.Its: Vice-President -2 

WILLOW VALLEY WATER CO.. 

14 
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.. ... 

WATER UTILITY OF NOR7'HERb.J 
SCOTTSDALE 

n 

EPCOR WATER ARIZONA, WC. 

By: 
Name: 
Its: 

UTILITIES . 

RI.0 R E O  UTILITIES,' INC. dba IJBEBTY 

By: 
Name: 
Its: 

THE WATER UTlLITY ASSOCIATION OE 
J4EumNA 

By: 
Name: 
Its: ' 

~~ 

Name: 
Its: 
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Docket NO, W-0 I44SA-I I -03 IO 

WATER LJTElTY OF .NORTHERN 
SCOrnDALE 

Bp: 
Name: 

EPCOR WATER ARIZONA, INC. 

NO. luco UTIL IT IES,  INC. dba LIBERTY 
UTLiTES 

I 

ARIZONA INVESTMENT COUNCIL 

. BY 
Name: 
Its: 

Name: 
Its: 

THE WATER UTILITY ASSOCIATION OF 
ARIZONA 

By: 
Name: G r e ~  R & T  Q r s w  
Its: 0 I P-3?,& 



. . 

INC. dba 

OF 

ARIZONA INVESTMENT C O W L '  
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WATER UTILITY OF NORTHERN 
SCOTTSDALE 

BY 
Name: 
Its: 

EPCOR WATER ARIZONA, INC. 

By: 
Name: 

NO RICO UTILITIES, INC. dba LIBERTY 
UTILITrES . 

By: 
Name: 
Its: 

THE WATER UTILITY ASSOCIATION OF 
ARIZONA 

By: 
Name: - 
Its: 

AREONA INVESTMENT COUNCIL 
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COMMSSIONERQ 
BOB STUMP - Chairman 

GARY PIERCE 
BRENDABURNS 

BOB BURNS 
SUSAN BITTER SMITH 

ARIZONA CORPORATION 
COMMISSION 

BRENDA BURNS 
COMMISSIONER 

Direct Une: (602) 6424745 
Fax: (602) 6420766 

E-mail: Burns-web@azcc.gov 

June 17,2013 

RE: Arizona Water Company (Rates Phase 2) Docket No. W-01445A-11-0310 

Dissent by Commissioner Brenda Burns 

Decision #73736 did not grant DSIC. Instead, the Decision stated: 

[ w e  conclude that the Eastern Group, due to the age of some of its systems and the 
resulting increased need for infhstmcture replacement and improvement, necessitates a 
somewhat higher COE (page 6 1, lines 15- 17) 

However, this Decision allows for a different mechanism to fund that infi.astructue replacement 
and improvement (SIB) and preserves the same ROE fiom Decision #73736, thereby authorizing 
double recovery. 

In this case: 

AWC proposed a cost of common equity of 12.5% 
RUCO proposed a cost of common equity of 9.4% 
Staffproposed a cost of common equity of 9.4% 

Decisions, since 2010, have granted the following ROES, for Class A and Class B companies 
(not including this AWC case): 

Class A: 9.37% (average, of seven companies) 
Class A. 9.50% (median) 

Class B: 9.52% (average, of six companies) 
Class B: 9.50% (median) 

The results, reflected above, are remarkably consistent. Therefore, if we had awarded 10.0% to 
AWC, in this Decision, we still would have granted an ROE that is fifty basis points higher than 
recent history’s median. It must also be noted that current interest rates have been at historic 
lows. On top of that, we awarded SIB. 

I 

.- - 

During my tenure, I have been receptive to and advocated for crucial water reforms. This 
Commission, over the last two-plus years, has done an admirable job of meeting the challenges 

1200 WEST WASHINGTON STREET; PHOENIX, ARIZONA 86007-2827 I400 WEST CONGRESS STREET; TUCSON. ARIZONA 85701-1347 
w.azcc.aov 

Decision No. 73938 

mailto:Burns-web@azcc.gov
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of adopting new policies by doing so in a prudent and cogent manner. Due to years of 
workshops, meetings with stakeholders, evidence presented in various rate cases and discussions 
in Open Meetings I have been persuaded that a DSIC-like mechanism is a reform proposal worth 
executing. I believe, when appropriate, a properly implemented DSIC/SIB mechanism can help 
ensure infrastructure integrity, provide stability for a water company and lessen rate shock for 
customers. 

If AWC had originally been awarded a 10.0% ROE, in tandem with this Commission’s first ever 
DSIC-like mechanism, as suggested by the ROO, it would have been a fair outcome. The AWC 
ratepayers should not be asked to pay for an elevated ROE while also being the test case for a 
newly approved SIB. 

This Decision is not in the best interest of the ratepayers and now potentially exposes the 
Commission to litigation that could jeopardize the worthy features of SIB. I would hate to see a 
lot of good work, performed by stakeholders and ACC staff, fall by the wayside because of this 
action. For the reasons stated above, I must dissent. 

Sincerely, 

Brenda Burns 
Commissioner 

! 

1200 WEST WASHINGTON STREET; PHOWK, ARIZONA 85007-2827 1400 WEST CONGRESS STREET, TUCSON. ARUOM85Kn13r17 
www.atcc.clov 
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SIB Data fiom Attachment A to the Resbonsive Testimonv of Robert B. Mease 

Line 12 SIB Rate Base $ 208,562 

Line 14 Pre-Tax Cost of Capital 10.16% 

Line 16 Req’d SIB Operating Income $ 21,191 

Line 39 Overall SIB Efficiency Credit $ (1,352) 

Demonstration of Effect on ROE in Willow Vallev 

Line 16 Req’d SIB Operating Income $ 21,191 

Subtract: Line 39 Overall SIB Efficiency Credit Jc (1,352) 

$ 19,839 

$19,839 divided by Line l2 SIB Rate Base = 9.53% 

Line l2 Pre-Tax Cost of Capital of 10.16% minus 9.53% = 0.67 (67 basis points) 

ROE in Settlement is 9.5% 

67 basis points is 7.1°h of 9.5% 

Thus the 5% Efficiency Credit is resulting in a reduction to ROE in excess of 5% 



SIB Data from Global’s Exhibit 

Line 12 SIB Rate Base 

h e  14 

h e  16 

Required Rate of Return 

Req’d SIB Operating Income 

Line 36 Overall SIB Efficiency Credit 

$208,562 

7.7% 

$ 16,042 

$ (1,493) 

Demonstration of Effect on ROE in Willow Valley 

Line 16 Req’d SIB Operating Income $ 16,042 

Subtract: Line 36 Overall SIB Efficiency Credit 3 (1,493) 

$ 14,549 

$14,549 divided by Line 12 SIB Rate Base = 7.0% 

Line 12 Required Rate of Return of 7.7% minus 7.0% = 0.70 (7- basis points) 

ROE in Settlement is 9.5% 

70 basis points is 7.4% of 9.5% 

Thus the 5% Efficiency Credit is resulting in a reduction to ROE in excess of 5% 
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BEFORE THE ARIZONA CORPORATION COMMISSION 
C OM MISSIONERS Arizona Corporation Commission 

DOCKETED 
EFF HATCH-MILLER. Chairman 
VILLIAM A. -ELL 
M C  SPITZER MAR 2 3 2006 

vfKE GLEASON DOCKETED BY 
CRISTIN K. MAYES 1 
N THE MATTER OF THE APPLICATION OF DOCKET NO. W-01732A-05-0532 
WILLOW VALLEY WATER COMPANY, INC. 
POR AN EXTENSION OF ITS CERTIFICATE OF DECISION NO. 68610 
ZONVENIENCE AND NECESSITY. 

>ATE OF HEARING: February 1,2006 

’LACE OF HEARING: Phoenix, -Arizona 

4DMINISTRATIVE LAW JUDGE: Amy Bjelland 

4PPEARANCES: Mr. William P. Sullivan, CURTIS, GOODWIN, 
SULLIVAN, UDALL 8z SCHWAB, P.L.C., on behalf 
of Willow Valley Water Company, Inc.; and 

Mr. David M. Ronald, Staff Attorney, Legal Division, 
on behalf of the Arizona Corporation Commission’s 
Utilities Division. 

OPINION AND ORDER 

BY THE COMMISSION: 

On July 26, 2005, Willow Valley Water Comp 

tiled an application for an extension of its Certificate of Convenience and Necessity (“Certificate” or 

“CC&N”) with the Arizona Corporation Commission (“Commission”) to provide public water utility 

service to various parts of Mohave County, Arizona. 

On August 23, 2005, the Commission’s Utilities Division (“Staff”) issued a leper of 

insufficiency pursuant to A.A.C. R14-2-41 l(C). 

On October 12,2005, Applicant docketed its Filing of Supplemental Information. 

On November 10, 2005, Staff issued notice that the application had met the sufficiency 

requirements of A.A.C. R14-2-411(C). 

On November 17,2005, by Procedural Order, a hearing was scheduled for February 1,2006, 

and other dates were set for publication of notice and procedural filing by parties to the proceeding. 
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On November 30,2005, the Applicant filed certification that public notice had been provided 

in accordance with the Commission’s Procedural Order. 

On January 10, 2006, Staff filed its Staff Report recommending approval of the application 

with conditions. 

On February 1, 2006, a full public hearing was convened before a duly authorized 

Administrative Law Judge of the Commission at its offices in Phoenix, Arizona. The Applicant and 

Staff appeared with counsel. At the conclusion of the hearing, the matter was taken under 

advisement pending submission of a Recommended Opinion and Order. 

* * * * * * * * * * 

Having considered the entire reco in and being filly advised in the premises, the 

Commission finds, concludes, and orders that: 

FINDINGS OF FACT 

1. Pursuant to authority granted by the Commission, Willow Valley is an Arizona 

corporation that provides water utility service to 1,415 customers in portions of Mohave County, 

Arizona pursuant to Decision No. 32436 (August 23, 1960). Willow Valley is a wholly owned 

subsidiary of West Maricopa Combine, Inc., and according to Staff has no outstanding Commission 

compliance issues . 

2. On July 26, 2005, Willow Valley filed an application for extension of its existing 

CC&N with the Commission to provide public water utility service to various parts of Mohave 

County, Arizona. The proposed extension area includes approximately 48.53 acres of accretion 

lands’ in the area of Mohave County bordering th Reservation and the Colorado 

River. From the time of its certification, Willow Valley lieved fiat its CC&N abutted the Colorado 

d it has met all service requests within the prop 

on, Willow Valley “recently ecame aware that the Extension Area was not recognized as 

lands existing outside the bed and banks of the Colorado River at the time Willow Valley received its 

certificate . . . and that the lands are, therefore, not included within the legal description contained in 

These are lands that gradually accumulate as alluvium and are added to land situated on the bank of the CoIorado Rive1 I 

or deposited due to the permanent shifting o 

2 DECISION NO. 68610 
- - -  
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Decision No. 32436,” 

3. 

4. 

5 .  

6. 

On August 23,2005, StafTissued an insufficiency letter. 

On October 12,2005, Applicant docketed its Filing of Supplemental Information. 

On November 10,2005, Staff issued its sufficiency letter. 

On November 17,2005, by Procedural Order, a hearing was scheduled for F 

2006, and other dates were set for publication of notice and procedural filing by parti 

proceeding. On this date, Applicant filed its Notice of Filing Public Service Franchise. 

7. On November 30, 2005, the Applicant filed certification that public notice 

cordance with the Commission’s Procedural Order 

On January 10, 2006, Staff filed its Staff Report recommending 8. 

cation with conditions. The Staff Report was revised without objection at hearing to make a 

technical correction and include a due process provision in the stafYrecommendation for a condition 

requisite for approval. 

9. On February 1, 2006, a fill public hearing was convened before a duly authorized 

Administrative Law Judge of the Commission at its offices in Phoenix, Arizona. The Applicant and 

Staff appeared with counsel. 

advisement pending submission of a Recommended Opinion and Order. 

At the conclusion of the hearing, the matter was taken 

10. Staff stated that Willow Valley has three water systems; Cimarron Lake System 

(public Water System C‘PWS’’) No. 08-129) e Unit 1 System (PWS No. 08-034, and the Kicg 

Street System (PWS No. 0). The King Street System and the Unit 1 System are interconnected 

and will serve the CC sion area. These two systems include four wells, which have a total 

production capacity of 1,240 gallons per minute (“gpm”), 29 gallons of storage capacity, 

booster pumps, pressure tanks, and a distribution system connections as of June 2005. 

Two wells serve customers and two are on standby. The 11s in use have a combined capacity 

of 900 gpm. Staff stated that, based on historical growth rates, it is anticipated that the existing 

service area would have approximately 1,475 total customers at of five years. Willow Valley 

has predicted an additional 24 osed CC&N extension at the end of 

68610 3 DECISION NO. - 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

_.I . -. 

DOCKET NO. W-01732A-05-0532 

Staff projected that the existing 900 gpm of production and 293,000 gallons of storage can serve 

Lpproximately 2,500 connections. Staff concluded that the existing system has adequate production ’ 

Fnd storage capacity to serve the existing and proposed CC&N extension area and can reasonably be 

:xpected to develop additional storage and production as required in the hture. 

11. Willow Valley plans to finance the required utility facilities through advances in aid of 

:onstruction, which generally take the form of Main Extension Agreements (“MXAs”). MXAs 

3etween water utilities and private parties are governed by A.A.C. R14-2-406, and result in developer 

:onstruction of the facilities, conveyance of the facilities to the utility company, and a refund by the 

water utility of ten percent of the annual revenue associated with the line to the developer for a period 

If ten years. Staff recornmended that Willow Valley filed with Docket Control, as a compliance 

item, a Notice of Filing indicating Willow Valley has submitted for Staff review and approval a copy 

3f the filly executed MXAs for water facilities for the extension area within 365 days of a decision in 

this case. 

12. Willow Valley received a request to serve the extension area from the developer of 

Willow Valley Estates 20, McKellips Land Corporation. Mr. Joseph John Mihlik, President and 

Chairman of Willow Valley, testified that the deveIoper projects approximately 24 lots will be 

occupied within two years. 

13. Willow Valley proposed to provide water utility service to the extension area under its 

authorized rates and charges. Mr. Mihlik testified that the extension area is contiguous to Willow 

Valley’s current CC&N area and that the closest alternate water utility is located two miles away 

from the CC&N extension area. He stated that Willow Valley is current on its property taxes. 

14. Staff stated that the Arizona Department of Environmental Quality (“ADEQ”) has 

determined that this system is currently delivering water that meets ADEQ water quality standards. 

15. Willow Valley is not located in an Active Management Area and therefore is not 

subject to Arizona Department of Water Resources (“ADWR”) reporting and conservation rules. 

Staff stated that Willow Valley has not received a copy of the Developer’s Letter of Adequate Water 

Supply for the CC&N extension area from ADWR. Therefore, Staff recommended that Willow 

Valley be ordered to file with Docket Control, as a compliance item, copies of the Developer’s 

4 DECISIONNO. 68610 - - -  
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Adequate Water Supply letter, stating that there is adequate water, no later than one year after a. 

decision in this docket. 

16. Rules established by the United States Environmental Protection Agency (“EPA”) 

require the maximum contaminant level (“MCL”) for arsenic in potable water to be reduced from 50 

parts per billion (“ppb”) to 10 ppb, effective January 23, 2006. Staff stated that the most recent lab 

analysis of the wells for the three water systems indicates that the arsenic levels range from 2.2 to 7 

ppb. Based on these arsenic concentrations, Willow Valley is in compliance with the new arsenic 

MCL. 

17. Staff stated that a Curtailment Plan Tariff (“CPT”) is an effectiv 

company to manage resources during periods of water shortages due to pump 

or other unforeseeable events. 

Division. 

18. Arizona law requires every applicant for a CC&N or CC&N extension to submit 

the applicant has received consent, franchise or permit from the 

d the CC&N or CC&N extension. Willow Valley is located in 

evidence to the Commission 

proper authority prior to bein 

an unincorporated p y, and has docketed its h c h i s e  agreement with 

county. 

19. Because an all ance for the property tax expense of Willow Valley is included in the 

Company’s rates and will be collected from its customers, the Commission seeks assurances from the 

Company that any taxes collected from ratepayers have been remitted to the appropriate taxing 

authority. It has come to the Commission’s attention that a number of water companies haye been 

unwilling or unable to fulfill their obligation to pay the taxes that were collected from ratepayers, 

some for as many as twenty years. It is reasonable, therefore, that as a preventative measure Willow 

Valley annually file, as part of its annual report, an affidavit with the Utilities Division attesting that 

the company is current in paying its property taxes in Arizona. 

Staff” s Recommendations 

20. Staff reco at the Commission approve the Willow Valley application for a 

Mohave County, Arizona, to CC&N extension withi 

5 DECISION NO. 68610 
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:ompliance with the following conditions: 

(a) That Willow Valley charge its authorized rates and charges in the extension 

rea. 

(b) That Willow Valley file with Docket Control, a s  a compliance item, a Notice 

)f Filing indicating Willow Valley has submitted for Staff review and approval a copy of the fully 

:xecuted main extension agreements for water facilities for the extension area within 365 days of a 

iecision in this case. 

(c) That Willow Valley obtain and file with Docket Control, as a compliance item, 

:opies of the Developer’s Letter of Adequate Water Supply, stating that there is adequate water, no 

later than one year after a decision in this docket. 

21. Staff further recommended that the CoIILmission’s Decision granting the requested 

ZC&N extension to Willow Valley be considered null and void after due process should Willow 

Valley fail to meet Condition Nos. (b) and (c) listed above within the time specified. 

CONCLUSIONS OF LAW 

1. Willow Valley is a public service corporation within the meankg of Article X V  of t h e  

Arizona Constitution and A.R.S. $5 40-281 and 40-282 et seq. 

2. The Commission has jurisdiction over Willow Valley and the subject matter of thc 

application. 

3. 

4. 

Notice of the application was provided in accordance with law. 

There is a public need and necessity for water utility service in the proposed extensiox 

area. 

5 .  Wiliow Valley is a fit and proper entity to receive a water CC&N extension to includt 

the service area more hl ly  described in Exhibit A attached hereto, subject to compliance with tht 

conditions set forth above. 

ORDER 

IT IS THEREFORE ORDERED that the application of WilIow Valley Water Company, Inc 

for an extension of its existing water Certificate of Convenience and Necessity to include the Zei 

described in Exhibit A attached hereto and incorporated herein by reference be, and is hereb: 

68610 
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approved, subject to the conditions more fully described herein. 

IT IS FURTHER ORDERED that Willow Valley Water Company, Inc. charge its authorized 

rates and charges in the extension area. 

IT IS FURTHER ORDERED that should Willow Valley Water Company, Inc. fail to meet 

the conditions enumerated in the following two Ordering Paragraphs, the Commission’s Decision 

granting the requested Certificate extension to Willow Valley Water Company, Inc. shall be 

considered null and void afier due process. 

IT IS FURTHER ORDERED that Willow Valley Water Company, Inc. file with Docket 

Control, as a compliance item in this docket, a Notic of Filing indicating WilIow Valley Water 

Company, Inc. has submitted for Staff review and approval a copy of the fully executed main 

extension agreements for water facilities for the extension area within 365 days of a decision in this 

case. 

IT IS FURTHER ORDERED that Willow Valley Water Company, Inc. obtain and file with 

Docket Control, as a compliance item, copies of the Developer’s Letter of Adequate Water Supply, 

stating that there is adequate water, no later than one year after a decision in this docket. 
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IT IS FURTHER ORDERED that Willow Valley Water Company, Inc. shall annually file as 

part of its annual report, an affidavit with the Utilities Division attesting that the Company is current 

in paying its property taxes in Arizona. 

IT IS FURTHER ORDERED that this Decision shall become effective immediately. 

BY ORDER OF THE ARIZONA CORPORATION COMMISSION. 

-.. 

COMMISSIONER 

IN WITNESS WHEREOF, I, BRIAN C .  McNEIL, Executive 
Director of the Arizona Corporation Commission, have 
hereunto set my hand and caused the official seal of the 
Commission to be affixed at the Capitol, in the City of Phoenix, 
t h i ~ o l i 3 ~ ~  day of h~ h ,2006. 
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EXHBIT A 

REVISED EIXEBXT "A" 
(consisting of Parcels a, B, and c) 

LegA Description 
Page 1 of 1 

PARCEL "A": 

AIl that portion of the abandoned channel of the Colorado River, as it existed immediateIy prior to 
re-channelization, that Iies South of the North line of fractional Section 21, TI 8N, R22W, G. &S. R 
B. &M., Mohave County, Arizona, and that lies East of the Easterly dredging right of way line of 
the present channel of the Colorado River, approximately described as follows: 

COMMFBCING at the Northeast Comer of said 
thence S 76" 17' 28" W, along the North line of said fractional Section 21, 2796 feet 
more or less to the point of beginning, said point being a point on a meander line of 
the left descending bank of said abandoned channel; 
thence S 42" 51' W 250 feet to a point; 
thence S 57" 39' W 390 feet to a point; 
thence S 78" 45' W 260 feet to a point; 
thence S 60" 44' W 200 feet to a point; 
thence S 65' 57' W 477 feet to a point; 
thence S 3.9" 51' W 260 feet to a point; 
thence S 45" 43' W 390 feet to a point on the Easterly dredging right of way line of 
said present channel; 
thence Northerly along said right of way h e ,  which is a curve to the right, havins a 
tangent that bears N 02" 52' 39" E from the last desmied point, a radius of 7190.90 
feet and a central mgle of 6" 17' 40", 790 feet to a point on the North line of said 
fractional Section 2 1 ; 
thence N 76 " 17' 28" E along the North line of said fiactional Section 21, 1778 feet 
to the true point of be-. Containing 13.60 Acres more or less. 

. 

PARCEL "B": 

All that portion of the abandoned channel of the Colorado River, as it existed immediately prior to 
re-channelization, that lies South of the North line and a Westerly prolongation thereof, of fractional 
Section 21, T18N, R22W, G. &S. R. B. &M, Mohave County, Arizona, and that is bounded on the 
East by the Easterly dredging right of way l i e  of the present channel of the CoIorado River and is 
bounded on the South and East by the left descending bank of the abandoned channel of the 
Colorado River as it existed immediately prior to dredging, and is bou'nded on the West by the left 
descending bank of the present nod-f low channel of the River, approximately 
described as follows: 

COMMENCING at the Northeast Corner of said fizctional 
thence S 76" 17' 28" W, along the North line of said fractional Section 21, 4574.36 feet to a 
point, said point being the intersection of the North line of said fractional Section 21 and 
said Easterly dredging right of way line of the present channel of the Colorado River and the . 
Point of Beginning; 
thence Southerly along said right of way h e ,  which is a curve to the left having a tangent 
that bears S 09" 10' 19" W from the last described point, a radius of 7190.90 feet and a 
central angle of 6" 17' 40", 790 feet to a point, said point being a point on a meander line of 
the left descending bank of said abandoned channel; 
thence along a meander line of said abandoned channel S 4 4 O  59' W 579 feet t o  a Doint: . 
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Legd f)CSCpi#bB 

thence dong a meander line of said abandoned channel S 16' 00' W 418 feet to a point, said 
point being on a Westerly prolongation of the South riparian Section line of fractional 
Section 21 as established by the'U&ed States Bureau of Land Management and also being a 
point on a meander h e  of the left descending bank of the present normal-flow channel of 
the Colorado River, 
thence along said left bank of the present normal-flow channel N 01' 30' E 680 feet to a 

thence N 10" 02' E 200 feet to a point; 
thence N 01" 26' E 220 feet to a point; 
thence N 13" 29' E 410 feet to a point, said point b&g on a Westerly prolongation of the 
North line of said fractional Section 21; 
thence dong the North line of said fi-actiod Section 21 and a Westerly prolongation thereof 
N 76" 17' 28" E 480 f a  to the true point of beginning. Containing 11.43 Acres more or less. 

point; 

PARCEL "Cn: 

All of that portion of the alluvium Iarids of the Colorado River lying West of and adjoining 
fractionat Section 21, TlSN, R22W, G. &S. R B.&M., Mohave County, Arizona, bounded on the 
Northwest by the meander lines of the left descendmg bank of said River immediately prior to the 
r e - c h e W o n ,  bounded on the Northeast by the 1905 GLO Meander line, and bounded on the 
South by a line that is the South riparian section line and follows an exlsting line of occupation. 
Said boundaries being approximately described as follows: 

Beginning at the South quarter corner of said Section 21; 
thence South 89050'52" West, a distance of 540.84 feet more or less to the point of 
beginning, said point being the BLM Brass Cap Monument marking the Meander 
Corner on the South h e  of said Section 21; 
thence S 82" 18' 43" W 1512.93 feet to a 1 inch iron pipe tagged RLS 55 
inch iron pipe being on the Easterly prolongation of an existing.fence; 
thence along said fence S 80" 24' 40" W 421.67 feet to a 1 inch iron pipe t 
5576;and the Westerly termination of said fence; 
thence continuing S 80O.24' 40" W 16 feet more or less to a point on the meander line 
of the left descending bank of the Colorado River immediately prior to the re- 
channelization, said point also being the most Southerly Corn& of Parcel 2 of that 
certah Judgment filed January 30, 1976, at Pages 47-49 of Book 391 of Official 
Records of said Mohave County, Arizona; 
thence along said meander line N 16' 00' E 418 feet; 
thence N 44" 59' E 579 feet to a point on the Easterly dredging right of way line of 

. the present channel, said point also being mxt Southerly ~ ~ ~ e r  of Parcel 1 of 
the before mentioned Judgment; 
thence N 45" 43' E 390 feet to a point on the 1905 GLO MeanderJine sh 
Plat as N 53" 00' W 21.40 chains; 
thence along said GLO Meander line S 53" 00' E 1387 feet, more or less, to the point 
of Beginning. Containing 23.5 acres more or less. 

I 



~ 

September 13,20 13 

Chairman Stump and Commissioners 
1200 W. Washington St. 
Phoenix, Arizona 85007 

Re: Willow Valley System Improvement Benefits Mechanism . 
Docket No. W-O1732A-12-03 15 (consolidated with W-O1212A-12-0309, 
SW-20445A-12-03 10, W-0372OA-12-0311, W-0245OA-12-03 12, 
W-02451A-13-0313 and W-02446A-12-03 14) 

Dear Chairman Stump and Commissioners, 

I am the President of the Willow Valley Club Association (the “Association”). The 
Association has approximately 1,600 members most of whom receive water service from the 
Willow Valley Water Company (“Willow”), a division of Global Water Resources, LLC 
(“Global”). We have intervened in the above referenced rate case. Unfortunately, our limited 
finances, as well as an annual expenditure limitation imposed by our Articles and By-laws, left 
us with a modest budget of $5,000 for this matter. Obviously, such limited fimding made it 
impossible for the Association to actively participate in this matter involving multiple Global 
utilities owned by Global. We did have legal counsel review the Company’s Application, as 
well as Staffs and RUCO’s direct testimony as it related to the Willow Valley System. Counsel 
also attended settlement discussions on ow behalf and has discussed Willow’s request for a 
System Improvement Benefits (“SIB”) Mechanism with us and Willow. 

, 

We lack funding and expertise to actively participate. in the hearing scheduled for 
September 19, 2013 on Willow’s proposed SIB Mechanism. In lieu of pre-filed testimony, I 
have prepared and file this letter to relate the Association’s general opposition to Willow’s 
request for a SIB in this case. 

I do not plan to be physically present during the September 19, 2013 hearing, but, if 
requested, can be available by phone to answer questions regarding this letter. 

The Association Supports System Improvements 

The Association agrees that there is a need for system improvements and that the 
improvements Willow has identified should be made by Willow. The Association is ynable to 
evaluate whether the proposed projects are in the appropriate priority or whether the cost 
estimates are appropriate. 

1 
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The fundamental question before the Commission is whether Willow has demonstrated, 
on this record, that the SIB mechanism it is now proposing is both warranted and appropriate. 
The Association does not believe such a showing has been made and that Willow and its parent 
should make the improvements and seek to recover a return thereon under the traditional 
ratemaking process. 

Willow Has Not Demonstrated A SIB Mechanism Is Appropriate 

We understand a SIB Mechanism is intended to encourage the utility to invest in water 
infrastnrture where the normal ratemaking process has proved to be inadequate and to help to 
alleviate rate shock. The Association agrees with both objectives, but asks where is the evidence 
in this record that demonstrates a SIB Mechanism is needed for the Willow system. 

No Extraordinary Need For A SIB Has Been Shown 

According to Mr. Fleming, Willow was in a poor and dilapidated state when acquired by 
Global in 2006 requiring significant improvements to the water treatment system and the 
replacement of nearly the entire distribution system. Thus, this is not a new issue and should 
have been considered when Global acquired the system. The condition of the Willow system 
alone, therefore, does not justi@ the special ratemaking treatment of a SIB Mechanism, 
especially where the company has already received and is cunently requesting significant 
increases in its rates (a 90.4% increase in 2010 and another 57.53% increase under the 
Settlement Agreement). 

Mr. Fleming testifies that Global has sigmficantly invested in the Willow system without 
a SIB Mechanism, primarily on treatment related improvements. He does not indicate that 
Global is financially unable to make further capital improvements, or threaten to stop doing so, if 
no SIB Mechanism is approved. This testimony does not justify approving the SIB Mechanism 
for the Willow system. And why is the Willow system being singled out for this extraordinary 
mechanism? Global has testified that some of its other systems also are in need of significant 
overhaul. 

We understand the Settlement is designed to provide Willow $170,922 of return 
(Settlement A-1), plus $285,596 in depreciation expense (Settlement C-2). The Association 
recognizes that due to the phase-in, rates are now not designed to generate these dollars until 

continues to have $213,828 in deprecation dollars during the test year and on an ongoing basis 
until the rates start to generate positive return dollars. These depreciation dollars alone will 
generate more than $1,069,140 over the next 5 years for Willow. According to Mr. Lin, the 
projects Willow has identified for the SIB Mechanism are estimated to cost a total of $876,233 
and will be spread out over the next 5 years. In four out of the five years the annual expenditure 
on SIB projects will be less than the depreciation dollars available. In the one year where the 
improvement will cost more than the amount of depreciation dollars being generated, the cost 
will require Willow to invest just another $1,000. Willow has identified no other capital projects 
where these depreciation dollars will be expended over the next five years. 

4du--- 
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Willow should be required to expend the funds included in rates for depreciation expense 
on capital projects before it is entitled to recover a return outside of a full rate case through a SIB 
Mechanism. Yet, Willow requests a surcharge, in between rate cases, to recover a pre-tax return 
(i.e., the return plus the tax impact) and additional depreciation expense on improvements it 
could readily make with the depreciation dollars generated by existing rates. Neither Willow nor 
Staff have justified such extraordinary ratemaking treatment in this case. 

What Rate Shock Is Avoided? 

Decision No. 71878 dated September 14, 2012 granted Willow a 90.40% increase in 
revenues based upon a 7.6% return on a Fair Value Rate Base of $2,278,955 without any special 
downward adjustment for the condition of the distribution system. The Settlement Agreement 
proposes another 57.53% increase in revenues based upon a 7.5% rate of return on a Fair Value 
Rate Base of $2,251,164. The Association agrees that these two rate cases have resulted in rate 
shock to Willow’s customers. Thankfdly, the shock will be softened by phasing in this latest 
increase. The benefit of the phasing will be adversely impacted if SIB surcharges are added to 
the rates while they are being phased-in. 

Neither Willow nor Staff has discussed the level of estimated surcharge that will be 
requested after the completion of each phase of SIP improvements. Nor have they discussed the 
specifics of how those surcharges will impact Willow’s Customers or how inclusion of these 
specific projects in a SIB Mechanism will help to avoid rate shock for Willow customers. The 
Association believes it is impossible for the Commission to evaluate the need and 
appropriateness of the SIB Mechanism for Willow without this specific information before it. 

Lack of a Tariff and a Plan of Administration 

Willow has done little to describe the SIB mechanism itself, relying instead on the 
description of the SIB mechanism approved for Arizona Water Company by Decision No. 
73938. Willow has neither submitted a form of SIB Tariff or a plan of administration to support 
its proposed SIB Mechanism. How will Willow customers understand the purpose and 
mechanics of the SIB Mechanism without such documentation readily available for their review? 
Willow customers should not be required to read an entire rate decision involving several 
different water systems andor the Arizona Water Company decision to understand how the SIB 
mechanism for the Willow system works. 

The Association believes Willow has failed to justified implementing a SIB Mechanism 
at this time. If the Commission disagrees and still intends to approve one, we ask that the 
following conditions be imposed beyond those suggested by Willow: 

1. The SIB Mechanism be set forth in a separate tariff, together with a Plan of 
Administration; 

2. No SIB surcharge be imposed until 2016 - after the current rates are fully phased-in; 
3. The estimated cost submitted for a project be the maximum Willow can request for 

SIB treatment; 
3 
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4. Willow be required to demonstrate that the dollars received as depl.eoiatim expense 
are being placad back inta plant, or held in reserve for that purpose as part ofthe SIB 
wduation; and 

5. Willow not seek anotba rate increase, other than the SIB mechanism until 2017 
based upon atest year no later thanDece;mber 31,2016. 

The Association and I appreciate the opprtu&y to submit this letter setthg forth ow 
psitian on the SIB Mechanism being proposed by Wjllow. I ask that the W be enbred into 
evidetrc;e on behalf of the Association during the hearing *h&ulcd for Septan?m 19,2053. 

Gary McDonald, President 
Wiilow Valley Club Association 

With a copy to: 

Thothy %bo, bcj. 
Mcbel P a m ,  Esq. 
Roshka, DeWulf & Fatten, PLC 
400 E. Vm Buren, Suite 800 
Phoenix, Arizona 85004 
Ateomcys for AppricsatS 

Daniel W. J?oz&ky, Chief Counsel 
Residential Utility Consum Office 
11 ! O  West Washinghn Stred, Suite200 
Phoanix, Arizona 85007 

Lawrence V. Robwfsrm, Jr. 
Of Cowsel to Munger Chadwick, PLC 
P.O. Box 1448 

ANI, 
Denis M. Fitzgiibons 
Fitzgibbons Law Offices, PLC 
11 15 E. Cottonwood Lane, Suite 150 
Casa Gmndc, Arizona 85122 
AttoraEp for City o f  Maricopa 

~b, aswi 

Robert Mali 
2398 E, Camelback R&, Ste 240 

--Phea-*oi I: 

Barry Bccker 
SO S. Yom Blvd., Stc: 101 
Las Vegas, Nevada 89lO7 

Andy Mausser 
20328 N. Madison Dr. 
MaricoPa, Arizona 85138 
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Danna Jennings 
42842 W. Morning Dove Ln. 
Maricopa, Arizona 8 5 1 3 8 

Michele Van Quatham 
Ryley Carlock & Applewhite 
One North Central, Ste 1200 
Phoenix, Arizona 85004-441 7 

Steven Tardeff 
44840 W. Paitilla Ln. 
Maricopa, Arizona 85139. 
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EXECUTIVE SUMMARY 

On July 9, 2012, Global Water, LLC (“Global Water” or “Company”) filed 
general rate applications for Valencia Water Company - Town Division 
(‘WCT”), Global Water - Palo Verde Utilities Company (“Palo Verde”), 
Water Utility of Northern Scottsdale (“WUNS”), Water Utility of Greater 
Tonopah (IWUGT”), Valencia Water Company - Greater Buckeye Division 
(‘WCGB”), Global Water - Santa Cruz Water Company, (“Santa Cruz”), 
and Willow Valley Water Company (“Willow Valley”) for the establishment 
of just and reasonable rates using a test year ending December 31 , 201 1. 
WUGT and W C G B  are classified as Class C utilities; WUNS is classified 
as a Class D utility while the remaining four locations are classified as 
Class A utilities. 

On July 12, 2012 a Motion to Consolidate was filed by the Company and 
on November 20,2012, the motion was granted under Docket No. 
W-1212A-12-0309 ET AL. 

The Company’s water utilities included in the application(s) serve 
approximately 23,900 customers while the wastewater utility (“Palo 
Verde”) serves approximately 1 5,800 customers. In addition to requesting 
an adjustment in rates the Company is also requesting new and revised 
tariffs, license fee adjustment mechanisms for CAGRD and the City of 
Maricopa, approving a Distribution System Improvement Charge (DSIC) 
for it water systems and a Collection System Improvement Charge (CSIC) 
for its wastewater system. Finally the Company is requesting 
consolidation of the rates for (“WUGT”), (WCT” ) ,  and (WCGB”).  

Global Water‘s Application requests and RUCO’s proposed gross revenue 
increases are as follows: 

Companv Reauested 
Svstem Increase Percent 
Palo Verde $3,662,560 27.9% 

Santa Cruz $2,726,367 26.1 % 

W C T  $823,424 16.7% 

WUGT $677,458 326.6% 

Willow Valley $507,537 72.2% 

W C G  $36,422 7.7% 

WUNS $2,844 1.9% 

i 

RUCO ProDosed 
Increase Percent 
$1,337,539 10.20% 

$1,454,179 13.90% 

$176,472 3.58% 

$32,753 7.31 % 

$396,281 56.40% 

($1 2,406) -0.03% 

($17,196) -1 1.66% 
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Global Water‘s Application requests and RUCO’s proposed rate base and 
rate of return on the fair value rate base (FVRB) are as follows: 

OCRB I FVRB FATE OF RETURN 
Svstem C o m p a n y RUCO Company RUCO 
Palo Verde $60,166,756 $52,81 3,708 8.81% 7.39% 

Santa CNZ $38,01 4,243 $ 3 3 , ~ , 2 0 3  8.79% 7.46% 

WVCT $2,323,476 $1,650,906 10.27% 7.91 % 

WUGT $2,206,816 ($1,437,481) 10.72% 8.19% 

willow 
Valley $2,359,39 1 $2,278,955 10.60% 8.03% 

WVCGB $634,978 $634,979 11.18% 8.39% 

WUNS ($1 a i  ,978) ($1 81 ,978) 14.44% 8.50% 

RUCO’s Chief of Accounting and Rates, Mr. William A. Rigsby, will 
provide testimony on RUCO’s recommended cost of capital and on the 
Company’s request for a DSlC and CISC. Mr. Robert B. Mease, RUCO’s 
Associate Chief of Accounting and Rates, will present testimony on each 
systems revenue requirements. 

i i  



I 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Iirect Testimony of Robert B. Mease 
;lobal Utilities 
locket NO. W-01445A-12-0309 ET AL. 

NTRODUCTION 

1. 

4. 

3. 

4. 

Q. 

A. 

Please state your name, position, employer and address. 

My Name is Robert B. Mease. I am Associate Chief of Accounting and 

Rates employed by the Residential Utility Consumer Office (“RUCO”) 

located at 1 I 1  0 W. Washington, Suite 220, Phoenix, Arizona 85007. 

Please state your educational background and qualifications in the 

utility regulation field. 

Appendix 1, which is attached to this testimony, describes my educational 

background, work experience and regulatory matters in which I have 

participated. In summary, I joined RUCO in October of 201 I. I graduated 

from Morris Harvey College in Charleston, W and attended Kanawha 

Valley School of Graduate Studies. I am a Certified Public Accountant 

and currently licensed in the State of West Virginia. My years of work 

experience include serving as Vice President and Controller of a public 

utility and energy company in Great Falls, Montana and have participated 

in several rate case filings on behalf of the utility. I have also provided 

testimony on behalf of RUCO on several rate cases before the Arizona 

Corporation Commission. 

Please state the purpose of your testimony. 

The purpose of my testimony is to present RUCO’s recommendations 

regarding Global Water’s Application’s for a determination of the current 
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fair value of its utility plant and property and will also present testimony on 

RUCO’s proposed rate design for each utility. The test year utilized by 

the Company in connection with the preparation of this Application is the 

12-month period that ended December 31,201 1 (“Jest Year”). 

3ACKGROUND 

2. 

4. 

Q. 

4. 

Please describe your work effort on this project. 

I reviewed financial data provided by the Company for each application 

filed and performed analytical procedures necessary to understand the 

Company’s filing as it relates to each utility’s rate base and operating 

income. My recommendations are based on these analyses. Procedures 

performed include the in-house formulation and analysis of this data, the 

review and analysis of the Company’s responses to data requests, and 

review of prior ACC dockets related to Global Water. RUCO’s 

participation in this proceeding is the cumulative effort of two RUCO 

witnesses; myself and Mr. William A. Rigsby. I was responsible for the 

rate base and revenue determination analysis and RUCO’s Chief of 

Accounting and Rates, Mr. Rigsby, will present separate testimony on 

certain policy related issues and RUCO’s cost of capital recommendation. 

Please identify the exhibits you are sponsoring. 

I am sponsoring schedules numbered RBM-1 through and including RBM- 

19 for each of the Global Water’s rate applications in this filing including 
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Valencia Water Company - Town Division (‘WCT”), Global Water - Palo 

Verde Utilities Company (“Palo Verde”), Water Utility of Northern 

Scottsdale (‘WUNS”), Water Utility of Greater Tonopah (“WUGT”), 

Valencia Water Company - Greater Buckeye Division (“VWCGB”), Global 

Water - Santa Cruz Water Company, (“Santa Cruz”), and Willow Valley 

Water Company (“Willow Valley”). 

1. 

4. 

Can you please provide a summary of the Company’s filing for each 

of the utility systems included in this rate filing? 

For ratemaking purposes the Company has elected not to perform a 

reconstruction cost new less depreciation study and is using its Original 

Cost Rate Base (“OCRB”) as its Fair Value Rate Base (TVRB”). The 

N R B  for each of the systems as filed by the Company: 

OCRB I FVRB RATE OF RETURN 
Svstem 
Palo Verde 

Santa Cruz 

WVCT 

WUGT 

willow 
Valley 

W C G B  

WUNS 

Company 
$60,166,756 

$38,014,243 

$2,323,476 

$2,206,8 16 

$2,359,391 

$634,978 

($1 81,978) 

RUCO 
$52,813,708 

$33,994,203 

$1,650,906 

($380,932) 

$2,278,955 

$634,978 

($181,978) 

Corn D a n y 
8.81% 

8.79% 

10.27% 

10.72% 

10.60% 

11.18% 

14.44% 

RUCO 
7.39% 

7.46% 

7.91 % 

8.19% 

8.06% 

8.39% 

8.50% 
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The Company is also proposing an adjustment in rates that will increase 

operating revenues for each utility system as follows: 

Comoanv Reauested RUCO ProDosed 
Svstem increase Percent Increase Percent 
Paio Verde $3,662,560 27.9% $1,337,539 10.20% 

Santa CNZ $2,726,367 26.1% $1,454,179 13.90% 

WVCT $823,424 16.7% $176,472 3.58% 

WUGT $677,458 326.6% $32,753 7.31 % 

Willow Valley $507,537 72.2% $396,281 56.40% 

WVCG $36,422 7.7% ($12,406) -0.03% 

WUNS $2,844 1.9% ($17,196) -1 1.66% 

Q. 

A. 

RATE BASE ADJUSTMENTS - SUMMARY 

Is RUCO recommending any adjustments to the Company's rate 

base as filed in its rate application? 

Yes. RUCO is recommending several rate base adjustments as follows: 

Rate Base Adjustment No. 1 - Post Test Year Plant 

RUCO is recommending excluding post-test year plant not placed in 

service within the first six months following the close of the Test Year. 

RUCO does not believe that plant placed in service after the close of the 

test year should be allowed except in very unusual circumstances. 
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RUCO is not proposing the exclusion of post-test year plant that was 

placed in service within the first six months after the close of the test year. 

Rate Base Adjustment No. 2 - Accumulated Depreciation 

RUCO is recommending adjustments to the Company’s Accumulated 

Depreciation for several of the utilities included in this filing. The 

adjustments are related to RUCO’s recommended exclusion of post-test 

year plant. In addition, RUCO has proposed several adjustments to the 

Company’s depreciation expense calculation for several of the systems in 

this case, that also has a direct effect on the Accumulated Depreciation 

balance. Finally, RUCO is proposing adjustments to the ClAC 

amortization related to Infrastructure Coordination and Financing 

Agreements (“ICFAs”) included in the rate base calculation for the Santa 

Cruz, Palo Verde and WUGT locations. 

Rate Base Adjustment No. 3 - Infrastructure Coordination and 

Financing Agreements (“ICFA’s’’) 

RUCO is recommending several changes in the accounting for the 

Company ICFAs. RUCO is recommending adjusting the amount of ICFA 

funds allocated to excess capacity in the Santa Cruz and Palo Verde utility 

systems and the HUD reduction related to WUGT as a result of updated 

information obtained during our review of this rate filing. 
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OPERATING EXPENSE ADJUSTMENTS - SUMMARY 

Can you please explain the adjustments that RUCO is recommending 

related to the Company’s operating revenues and expenses? 

Yes. RUCO is recommending several adjustments to the Company’s test 

year operating expenses as follows: 

Operating Income Adiustment No. 1 - Rate Case Expense 

The Company is proposing rate case expense recovery of $787,174 in this 

rate filing while RUCO is proposing recovery of $41 9,000. 

Operating Income Adjustment No. 2 - Purchased Power Expense 

RUCO is recommending reducing the Company’s post-test year increase 

in purchased power costs. RUCO believes that the Company is proposing 

increases too far removed from the current test year. 

Operating Income Adjustment No. 3 - Depreciation Expense 

RUCO is proposing a reduction in depreciation expense related directly to 

post-test year plant. RUCO also identified excessive depreciation 

calculations in the Santa Cruz water system. Finally, adjustments are 

made to the Santa Cruz, Palo Verde and WUGT systems amortization 

expense reflecting the accounting treatment of ICFA fees as CIAC. 
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Operating Income Adiustment No. 4 - Bad Debt Expense 

RUCO is recommending that bad debt expense be adjusted using the 

same methodology as approved in Decision No. 71878. In that decision 

the Commission ordered that actual bad debt write-offs are recognized 

rather than bad debt expense. 

Operating Income Adiustment No. 5 - Personnel Expense 

RUCO is recommending reducing personnel expense by $381,916. The 

majority of the reduction relates to deferred stock compensation expense 

for Company officials. 

ODerating Income Adjustment No. 6 - Other Miscellaneous Expenses 

Several categories’ of expenses have been included in the Company’s 

test year‘s operating expenses that should be the responsibility of 

shareholders and not ratepayers. Other expense items were noted that 

should be shared equally between both shareholders and ratepayers. 

Operatinq Income Adiustment No. 7 - Propertv Taxes 

RUCO is proposing adjusting property tax expense based on each 

location’s proposed test year revenues as well as each locations required 

revenues in going forward to future years. Adjustments are also being 

made to each location’s assessment valuation based on revisions 

identified in State of Arizona House Bill No. 2001. 
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Operating Income Adjustment No. 8 - Federal and State Income Tax 

Expense 

Income Tax expenses have been adjusted based on additions to, or 

deletions from, each utilities taxable income. In addition, a change in 

State Income Tax calculation has been made based on new tax rates 

effective for taxable years beginning from and after December 31, 2013 

through December 31,2014. 

Operating Income Adiustments Other - Fathom TM 

RUCO notes that the Company has sold FathomTM in June, 2013. 

Although the Company asserts that the sale has no impact on FathomTM 

related expenses, RUCO reserves the right to supplement testimony 

based on the Company's responses to further discovery. 

RATE BASE ADJUSTMENT DETAILS 

Q. 

A. 

Can you please explain those adjustments to rate base as are being 

proposed by RUCO? 

See below for the following adjustments being recommended by RUCO. 
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9. 

Q. 

A. 

Rate Base Adiustment No. I - Post-Test Year Plant 

Can you please explain the Company’s proposed adjustment to rate 

base and their request to include post-test year plant? 

Yes. Following is the Company’s proposal for inclusion of post-test year 

plant and RUCO’s recommendations for exclusion identified by each utility 

system: 

Svstem 
Palo Verde 

Santa Cruz 

VWCT 

WUGT 

Willow Valley 

TOTAL 

POST TEST YEAR PLANT 
RUCOS 

Company’s Recommended 
Prowsal Exclusion 
$818,395 $698,584 

$306,892 $291,762 

$672,571 $672,570 

$106,782 $1 06,783 

$80,436 $80,436 

$1,985,076 $1,850,135 

Can you please explain the adjustments and the rational for 

exclusion from rate base? 

RUCO does not believe that these ordinary routine types of investments in 

plant assets require extraordinary post-test year treatment. RUCO also 

opposes these types of post-test year inclusions on the basis that it would 

violate the basic principles of ratemaking and would result in a mismatch 

with test year revenues, expenses and rate base. 

9 



1 

2 

3 

4 

5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 

22 

23 

24 

25 

26 

27 

28 

29 

30 

31 

‘e-timony of Robert 6. Mease 
;lobal Utilities 
locket No. W-01212A-0309 ET AL. 

3. 

4. 

Q. 

4. 

Has the Commission excluded post-test year plant investments in 

past rate cases? 

Yes. In UNS Electric, Inc. (“UNSE”) Decision No. 71914 the Commission 

stated: 

“Pro forma adjustments are defined in Arizona 
Administrative Code (“A.A.C.”) R14-2-103(A)(3)(i) as 
adjustments to actual test year results and balances 
to obtain a normal or more realistic relationship 
between revenues, expenses and rate base.” 

“We find that UNSE has not demonstrated that these 
plant investments are anything other than ordinary, 
routine investments in plant required to be made by a 
utility to maintain its service and reliability. To allow 
these post-test year investments into rate base would 
distort the level of investment needed to provide 
adequate and reliable service to UNSE’s customers 
during the test year and would not reflect a “normal or 
more realistic relationship between revenues, 
expenses and rate base.” 

Can you briefly discuss those post-test year plant additions that 

RUCO is proposing to be included in rate base? 

RUCO generally will accept post-test year additions if the applicable plant 

assets are placed in service within a six month period following the close 

of the test year. The majority of the plant additions being requested by 

Global for inclusion as post-test year plant were completed well beyond 

the six month period. 
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Rate Base Adiustment No. 2 - Accumulated Depreciation 

2. 

4. 

2. 

4. 

Q. 

A. 

Did the Company make adjustments to the accumulated depreciation 

account related to the inclusion of post-test year plant? 

No. Depreciation expense adjustments were made to those locations 

requesting post-test year additions but adjustments were not made for the 

corresponding accumulated depreciation accounts. 

Can you explain the adjustments that are being proposed? 

Adjustments are being proposed to those three location’s that RUCO 

included ICFA funds as part of CIAC. The accumulated depreciation 

adjustments by location related to the ICFA funds are Santa Cruz 

$1,317,459, Palo Verde $1,719,662, and WUGT $1,055,498. 

Did you note any differences between the beginning balance of ICFA 

funds included as ClAC and the Commission approved amounts 

approved? 

Yes. In reviewing the beginning balance as approved by the Commission 

in Decision No. 71878 a difference was noted. The balance as approved 

for the WUGT in the previous decision was $7,085,645 to be included as 

ClAC and the Company worksheets provided to us had an initial balance 

of $4,691,475. RUCO calculated its annual accumulated carryforward 

balance beginning with the approved balance from the last rate filing. 
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a. 

4. 

Q. 

4. 

Q. 

A. 

Can you explain how the amortization expense and related 

accumulated depreciation was calculated? 

First, the accumulated amortization related to ICFA funds included as 

ClAC and approved in Decision No. 71878 was my beginning balance as 

of December 31, 2008. I then reviewed the Company's updated 

calculation through the end of the test year, as provided during our on-site 

review. When making the calculations based on information provided 

during our review, I then adjusted the accumulated depreciation account 

for Santa Cruz, Palo Verde and WUGT. 

You have referred to both accumulated depreciation and 

accumulated amortization. What is the correcr description in this 

case? 

In general, amortization of CIAC is referred to as amortization expense. 

The Company, in its operating expense accounts, refers to the account as 

Depreciation Expense - CIAC Amortization. 

Have additional adjustments been made to Accumulated 

Depreciation? 

Yes. When analyzing each locations calculation of depreciation expense 

for the test year, several adjustments were made to the Company's 

calculated depreciation and the depreciation expense as calculated by 

RUCO. 
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Rate Base Adiustment No. 3 - Accounting for Infrastructure Coordination 

and Financing Agreements (“ICFAs) and Discussion of Acquisition 

Adiustments 

2. 

4. 

Q. 

A. 

Mr. Mease, can you describe ICFA’s and how they are used? 

Yes. I will begin with the description as provided by Company witness Mr. 

Trevor Hill in his testimony as included in prior Decision No. 71848. 

“An ICFA (Infrastructure Coordination and Financing 
Agreement), is a voluntary contract between Global 
Parent and a landowner. These contracts provide for 
Global Parent to coordinate the planning, financing 
and construction of off-site water, wastewater and 
recycled water plant. The Global Utilities will own and 
operate this plant when construction is complete. 
Under the ICFA’s, Global Parent is responsible for 
funding both the planning and construction of water, 
wastewater and recycled water plant. The 
landowners who enter into the ICFAs agree to 
cooperate with Global Parent’s plant planning and 
construction process. ICFAs formalize the 
cooperation between the landowner and Global, but 
also provide fees which allow Global Parent to 
impress conservation and consolidation of the 
carrying costs for the very expensive facilities 
required to implement effective water conservation 
and, in some cases, to fund Global Parent’s 
acquisition of existing utilities. 

Are there other descriptions of ICFA’s that you would like to point 

out that may have an impact on this rate filing? 

Yes. I would like to quote Global Water Resources, Inc., Notes to 

Consolidated Financial Statements, and the description as included in the 

2011 Annual Report, page 63. 
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“Infrastructure coordination and financing fees 
- Infrastructure coordination and financing 
agreements (“ICFAs”) are agreements with 
developers and homebuilders where GWRl 
provides services to plan, coordinate and 
finance the water and wastewater 
infrastructure that would otherwise be required 
to be performed or subcontracted by the 
developer or homebuilder.” 

2. 

4. 

Q. 

4. 

Based on the description as  contained in the annual report, as  well 

a s  the description provided by Mr. Hill, what is RUCO’s position as  to 

the accounting treatment related to ICFA’s? 

Basically, RUCO’s believes developer-supplied ICFA funds are third party 

payments and constitute CIAC. Therefore, ICFA funds should be 

accounted for the same as all other CIAC payments received by the 

Company’s regulated utility operations. 

Can you please describe RUCO’s position as  well as  the other 

interveners, on the accounting treatment of ICFA’s in the last rate 

application? 

Yes. As stated in Decision No. 71878, page 13, “Maricopa, RUCO, and 

Staff contend that for ratemaking purposes, ICFA funds shall be treated as 

developer-supplied ClAC and imputed to the rate bases of the Utilities 

affected by ICFAs in these consolidated applications, as recommended 

by Staff .” 
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2. 

4. 

Q. 

A. 

Can you please identify the ICFA funds received as of the prior rate 

case test year filing and how those funds were allocated based in 

Decision No. 71878? 

Total ICFA funds received as of the end of the last rate case test year, 

December 31,2008 are summarized as follows. 

ICFA FUNDS COLLECTED THROUGH DECEMBER 31,2008 
Location Palo Verde Santa Cruz WUGT TOTAL 

ICFA's $25,441,104 ' $24,541,418 $9,226,100 $59,208,622 

Reclass idle Capacity (14,449,976) (17,941,342) - (32,391,318) 

Reclass to 
Hassay arnpa (2,140,455) (2,140,455) 

TOTAL INC IN ClAC $10,991,128 $6,600,076 $7,085,645 $24,676,849 

Net of Amortization $10,323,747 $6,105,227 $6,849,397 $23,278,371 

Has the Company received additional ICFA funds since the last rate 

case? 

Since the Company's last rate case filing $6,432,558 has been received 

and identified to the Santa Cruz and Palo Verde utilities and $925,500 has 

been received and identified to the WUGT utility. In total $66,566,680 has 

been received by Global Water and classified as ICFA funds. 
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I. 

i. 

1. 

4. 

Can you please explain the reclassifications related to idle capacity 

in Palo Verde and Santa Cruz and the reclassification to the 

Hassayampa (“HUD”) utility as identified in the WUGT water system? 

The funds reclassified to idle capacity for Palo Verde and Santa Cruz, 

relate to plant that is under construction in the southwest area of the 

service area. It is referred to as the SW Plant by the Company in various 

data responses in both the prior case, as well as this current rate 

proceeding. HUD happens to be a wastewater plant under construction 

in the WMC area and remains as plant not in use. The HUD plant is not 

part of this rate filing. 

Are the details related to the accounting for ICFA’s in the last rate 

case and Commission’s Decision No. 71878 related to final 

accounting for ICFA’s important in this case? 

Yes. The accounting for ICFAs and their inclusion and/or exclusion from 

ClAC remain as the primary focus in this current rate filing. The same 

issues remain and the Company has requested the Commission reverse 

its prior decision imputing ICFAs as CIAC. The Company is not seeking 

to reverse the Commission’s prior decision excluding excess capacity or 

HUD adjustments. In summary, Global has requested the Commission 

exclude from rate base all ICFA funds previously imputed as ClAC but is 

not seeking to reverse the excess capacity and HUD adjustments 

previously approved in Decision No. 71 878. 
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a. 

1. 

2. 

4. 

Has Global Water requested an alternative be considered by the 

Commission if IFCA’s are required to be included as CIAC? 

Yes. In the event that the Commission will not provide the rate base 

treatment as the Company has proposed, the Company has requested an 

“Acquisition Adjustment” be approved which will offset the CIAC. This will 

be addressed later in my testimony. 

Did Decision No. 71878 address additional requirements related to 

ICFA’s? 

Yes. The decision required the following: 

IT IS FURTHER ORDERED that a 
generic investigation shall be commenced 
which looks at how best to achieve the 
Commission’s objectives with regard to 
encouraging the acquisition of troubled water 
companies and the development of regional 
infrastructure where appropriate. As part of 
this proceeding, the workshop shall address 
whether ICFA’s, or other mechanisms, if 
properly segregated and accounted for, could 
be utilized to finance the acquisition of troubled 
water companies. 

IT IS FURTHER ORDERED that Staff 
shall, within 30 days, provide notice to the 
parties to the Generic Docket, and to other 
stakeholders, of new workshops in Docket No 
W-OOOOC-06-0149, for stakeholder workshops 
designed to address the issues set forth in 
Findings of Fact No. 84 in Decision No. 71878. 
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2. 

4. 

a. 

A. 

Q. 

A. 

Were workshops held to discuss the issue of ICFA’s as required in 

the last order? 

Yes. Workshops were held in 201 0 and 201 1 and a report was published 

by Staff on March 12,2012. 

What was Staffs recommendations and conclusions included in 

their report published on March 12, 2012 related to monies received 

pursuant to ICFA’s? 

Staff in its recommendations stated the following: “That monies received 

pursuant to Infrastructure Coordination and Financing Agreements 

(“ICFAs”) continue to be treated as Contributions in Aid of Constructions 

(“CIAC”). This recommendation may be modified as a result of the 

pending review of Global’s ICFAs by an independent Certified Public 

Accountant firm.”’ 

Has the review been completed by the independent Certified Public 

Accounting Firm (“CPA Firm”)? 

Yes. The review was completed by Ullmann & Company, LLC, a CPA 

Firm, (“Ullmann”) and their report was issued on November 28, 2012. 

’ See Staff report dated March 19,2012 
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2. 

4. 

2. 

4. 

2. 

4. 

Q. 

A. 

Based on the report as published, has Staff modified their position 

on the accounting treatment of ICFA’s? 

No. Staff has not published a modification to their report as originally 

issued on March 19,2012. 

Do you believe there is some misunderstanding as to the scope of 

the work that was performed by the CPA firm? 

Yes. In both Mr. Hill’s and Mr. Walker‘s testimony they refer to the work 

being performed by the CPA firm as an audit. The actual work performed 

by the CPA firm was an “Agree Upon Procedures Review.” 

Is there a significant difference between an audit and a review of 

procedures? 

Yes. As stated in the Independent Accountants’ report: 

“We were not engaged to, and did not conduct an 
audit, the objective of which would be the expression 
of an opinion on the accounting records. Accordingly, 
we do not express such an opinion. Had we 
performed additional procedures, other matters might 
have come to our attention that would have been 
reported to you.” 

Does RUCO believe that clarification of the work performed by the 

CPA Firm related to their review is necessary is this case? 

Yes. RUCO believes that this clarification is necessary. The work 

performed in an audit is more detailed and the auditors would express an 

opinion on the reliability of the information contained in the report. The 
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i. 

a. 
4. 

2. 

9. 

scope of an agreed upon procedures review is less detailed and as stated 

in the Accountants’ Report “an opinion cannot be provided.” 

Why does RUCO believe this clarification is necessary? 

RUCO believes this clarification is necessary as several readers of the 

report believe that an audit was performed as evidenced by their 

testimony. Those individuals who believe that an audit was performed 

may be putting more reliance on the contents of the auditors’ report than is 

intended. 

Has RUCO reviewed the report issued by CPA Firm? 

Yes. RUCO has obtained a copy of the report. 

Does RUCO believe that the review performed by the CPA Firm 

supports the position that the Company has taken in its accounting 

treatment related to ICFA’s? 

While the engagement performed by Ullmann was very informative and 

complete RUCO does not believe that the report and the Agreed Upon 

Procedures Review that was performed provides additional support for 

changing the accounting treatment related to ICFA funds. In other words, 

RUCO believes that ICFA revenue be imputed as ClAC and recorded as a 

reduction in rate base as was approved in the last rate case. 
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2. 

1. 

1. 

4. 

What about the ICFA funds that the Commission excluded from rate 

base (idle capacity and HUD) in Decision No 71878. 

No change is being proposed to the treatment of ICFAs related to the 

plant identified as ”idle capacity” (Santa Cruz, Palo Verde) or the value of 

HUD excluded from (WUGT). 

Can you please explain the adjustment’s that are being proposed by 

RUCO related to ICFA’s and their accounting treatment? 

Yes. RUCO is making the following recommendations for updating Test 

Year results as identified in the following table: 

RUCO’S ProDosed Adiustments 

Through Dec. 2009 Thru 2011 
Santa C n n  Dec. 2009 Dec. 201 I TOTAL 

Allocated to ClAC $6,600,076 $787,522 $7,387,598 

Accumulated Amortization 494,849 822,61 o 1,317,459 

Unamortized ClAC $6,105,227 NIA $6,070,139 

Through Dec. 2009 
Palo Verde Dec. 2009 Dec. 201 1 TOTAL 

Allocated to ClAC $10,991,125 $1,575,044 $1 2,566,169 

Accumulated Amortization 667,38 1 1,052,281 I ,719,622 

Unamortized ClAC $1 1,658,506 N/A $10,846,507 

TonoDah 

Through Dec. 2009 
Dec. 2009 Dec. 201 1 TOTAL 
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Allocated to ClAC $7,085,645 $437,714 $7,523,359 

Accumulated Amortization 236,248 819,250 1,055,498 

Unamortized ClAC $6,776,279 NIA $6,467,861 

RUCO is recommending increasing CIAC, less Accumulated Amortization 

by $6,070,139 in the Santa Cruz utility, $10,846,507 in the Palo Verde 

utility and the WUGT utility by $6,467,861. 

Acquisition Adiustments 

Q. 

A. 

Has the Company asked for an acquisition adjustment in this rate 

case filing in place of ICFS's? 

In Mr. Walker's testimony he states "In the 2009 rate case we argued that 

ICFA funds should be used to cover the carrying costs of regional 

infrastructure and the acquisition premium associated with the purchase of 

troubled systems. However, the acquisition premiums alone are sufficient 

to justify a near complete reversal of the ClAC imputations made in the 

last rate case.12 

Mr. Walkers testimony pages 1 and 2 
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2. 

I. 

9. 

4. 

Which option is the Company pursuing in this rate case, allowing the 

ICFA’s as a non-CIAC contribution or computing as acquisition 

adjustment on system purchases? 

Mr. Walker in his testimony states that “Global believes the first option, no 

net change to rate base, is the best option for dealing with use of ICFA 

funds to buy a utility. But if that option is rejected, Global requests that the 

Commission authorize an acquisition adjustment to recognize the 

significant public policy and customer benefits of the acquisition.” 

Have you done any research of how other State Utility Commissions 

are treating acquisition premiums? 

Yes. I have done some review on how other Commissions are looking at 

this issue. I have attached a summary14 as prepared by the National 

Association of Water Companies, identifying some basic details on the 

subject, how Commission’s in other States see acquisition adjustments 

and what criteria is considered by the respective Commission’s. In 

summary, some states allow adjustments; some will not allow adjustments 

in any case, however, most Commission’s review acquisition adjustments 

on a case by case basis. 

’ M. Walkers testimony page 7 
See Exhibit A 
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2. 

i. 

1. 

4. 

Is there a commonality among the states that you would like to 

high I ig h t? 

Yes. In those states that will approve an acquisition adjustment certain 

conditions must exist. For example: (1) The Commission has identified a 

water or wastewater system as being “distressed or troubled” and is 

seeking a buyer to purchase that system, (2) If the acquiring utility can 

demonstrate that the acquisition will provide clear, tangible benefits to the 

ratepayers in an amount that is at least equal to the acquisition 

adjustment, (3) If it can be demonstrated that the ratepayers have not 

previously paid for the systems assets through previously imposed rates, 

(4) That the purchase was “Prudent” and the buyer exercised good 

judgment and common sense, (5) The amount of the acquisition premium 

is reasonable, (6) The transaction must be an “arm’s length” transaction. 

Does RUCO believe these condition@) must exist prior to their 

recommending an acquisition adjustment? 

Yes. RUCO believes that one or all of these conditions, depending on the 

situation, should exist prior to the Commission approving an acquisition 

adjustment. I believe that the lacking of any of the conditions could 

negate the approval of an adjustment. 
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2. 

4. 

2. 

4. 

Can you please discuss the details of the company’s purchase of the 

West Maricopa Combine Inc. (“WMC”)? 

WMC was acquired on July 11, 2006, through a stock acquisition for a 

purchase price of $60,000,000. Through arbitration the price was 

negotiated downward and the final negotiated price was $54,369,889. The 

final agreed upon purchase price included a $45,300,326 acquisition price, 

$8,699,674 imputed interest and $369,889 in stated interest. The WMC 

consists of W C T ,  WUNS, WUGT, VWCGB and Willow Valley. 

Does RUCO believe that the acquisition of the WMC warrants an 

acquisition premium? 

No, an acquisition premium should not be approved for the purchase of 

the WMC for the following reasons: 

1. There was no indication in documentation provided that any of the 

five systems included in the WMC were identified as “troubled 

Systems.” During the due diligence phase prior to purchase the 

Company’s Vice President of Operations issued a letter identifying 

several deficiencies in the operational aspects of each system. 

However, in his final conclusions he states: 

“The initial due diligence period has identified 
many issues that are germane to the on-going 
operations of the WMC utilities. While these 
are cause for concern going forward, and will 
certainly require careful consideration by 
Global management and staff, they do not in 
and of themselves constitute any fatal flaw for 
the acquisition. The WMC acquisition 
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represents a strategic deployment of the 
Global methodologies to the west valley - an 
area where the growth is just beginning. It is 
recommended that the acquisition continue to 
be pursued.” 

2. When reviewing the financial statements of the WMC for the year 

ending December 31, 2005, the last year-end prior to Global’s 

acquisition, the Company had a positive cash flow, had made 

significant investments in plant during the year, had positive income 

and overall appeared to be financially stable. There was no 

indication from the financial statements that the WMC was in 

financial difficulties of any kind. 

3. Global calculated the purchase price based on expected growth in 

the West Valley. More specifically, in their due diligence 

documentation the Company was expecting the WMC to increase 

in customers from 5,021 at the end of year 2005 to 23,300 by the 

end of year 2011 and assumed the risk that the growth would 

occur. The actual number of customers at the end of year 2011 

was 5,343. The Company anticipated growth that just didn’t 

materialize and now the Company seeks to pass that risk on to 

ratepayers. RUCO does not believe it should be the responsibility 

of the ratepayer to pay for the Company’s overly optimistic growth 

expectations. 
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4. The total book value of the plant at the date of purchase was 

$12,771,723 and the book value minus AlAC was ($5,005,082).5 

As identified in the audited financial statements for the year ending 

December 31, 2006, the net assets acquired were $49,476,000 and 

included $45,809,111 identified as Goodwill.‘ Based on the 

financial data as presented you would have to question whether the 

purchase of the WMC was a prudent investment and was the 

purchase price reasonable. 

Q. 

A. 

Does RUCO believe that the acquisition of the Sonoran system 

warrants an acquisition premium? 

Conditions existed at the time of purchasing the Sonoran system that the 

Company agrues that an acquisition premium could be allowed. For 

example, according to testimony provided by Mr. Ron Fleming, Global 

Water’s General Manager, Arizona, when asked what happened when 

Sonoran and the 387 Districts were not able to provide service, he stated, 

“At the time, Global’s utilities (Santa Cruz and 
Palo Verde) were the closest utilities and were 
in a position to assist, in numerous locations 
we actually had parallel infrastructure in the 
same area. The City of Maricopa, ADEQ and 
ADWR ask Santa Cruz and Palo Verde to take 
over service on an emergency basis.”’ 

’ Ullman Report dated November 28,2012. 

’MI. Ron Flemings testimony pages 2 and 3 
Audited Financial Statements prepared by Deloitte & Touche LLP, Page No. 13 
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7. 

4. 

Q. 

A. 

Can you please discuss the details of the company’s purchase of the 

Sonoran and the 387 Districts? 

The Company completed the purchase of the assets of Sonoran on June 

15,2005 with an effective purchase date of March 31 , 2005. The Sonoran 

system was a private system and not regulated by the Commission. 

Santa Cruz and Palo Verde filed an application to extend their CC&N 

application to cover the former 387 areas. The initial application 

requesting the extension was filed on June 30, 2005, and the CC&N was 

ultimately granted on September 30, 2008 in Decision No. 70533. The 

purchase price of the Sonoran system was $18,550,000 and the book 

value of the plant assets at time of acquisition was $1,085,451. The book 

value minus AlAC was $213,594.8 

Does RUCO believe that an acquisition adjustment is warranted in 

the purchase of the Sonoran system? 

No. RUCO does not believe an adjustment is warranted. Based on the 

financial data as presented the purchase price paid for the Sonoran 

system was excessive and it is not a reasonable request to ask the 

ratepayers to pay for Company mistakes. 

‘Ullmann Report dated November 28,2012 
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2. Would RUCO be open to consider an acquisition adjustment under 

certain circumstances? 

\. Yes. As RUCO has testified earlier acquisition adjustment should be 

evaluated on a case by case basis. If the circumstances warrant that the 

Commission may determine that an acquisition premium is appropriate. 

3PERATING INCOME ADJUSTMENTS 

3. 

4. 

Q. 

A. 

Is RUCO recommending changes to the Company’s proposed Test 

Year operating revenues and expenses for the utilities included in 

this rate filing? 

Yes. The Company proposed numerous adjustments to its historical test 

year operating income. RUCO analyzed the Company’s adjustments and 

proposed several changes. In addition, RUCO is recommending 

additional adjustments based on data requests provided by Global Water. 

RUCO’s adjustments to operating income are explained as follows 

Operatinq Income Adiustment No. 1 - Rate Case Expense 

Please explain your adjustment to Rate Case Expense. 

The Company has proposed recovery of $787,174 for rate case expenses 

for outside services and requests to amortize this expense over a three 

year period. RUCO believes the Company’s proposed rate case expense 

is excessive, and should be reduced significantly, when compared with 

rate case expense in prior rate case submissions that have been 
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approved by the Commission. RUCO proposes a rate case expense 

recovery of $419,000 and continue to be amortized over a three year 

period as is consistent with the Company’s filing. 

1. 

i. 

Q. 

A. 

Can you please identify the rate case expense being requested by 

the Company and RUCO’s recommendation by utility system? 

Yes. The following table identifies rate case expense by system. The 

expense is allocated to each system in proportion to its revenue. 

Company RUCO Proposed 
Location ProDosed Proposed Adiustment 

Palo Verde $31 3,756 $167,068 $146,688 

Santa Cruz $31 7,403 $1 56,729 $1 60,674 

W C T  $105,894 $72,327 $33,567 

WUGT $6,420 $3,144 $3,276 

Willow Valley $29,769 $10,500 $19,269 

W C G B  $1 2,426 $7 , 020 $5,406 

WUNS $1,506 $2,212 ($706) 

TOTAL $787,174 $419,000 $368,174 , 

How did RUCO determine its recommended level of rate case 

expense? 

The Commission approved $400,000 in rate case expense recovery in 

Decision No. 71878, the Company’s last rate case filing. The major issues 

identified in the current filing are basically the same and the additional 
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recovery is not justified. RUCO's recommended rate case expense 

recovery was calculated by increasing the last approved amount of 

$400,000 and applying the accumulated inflation factor of 4.75%, as 

reported by the Consumer Price Index. 

1. 

4. 

Q. 

4. 

Are there other reasons that rate case expense should be reduced? 

The Company began accruing expenses related to rate case expense for 

approximately two years prior to the rate case filing. Approximately 53 

percent of the expense that the Company is seeking recovery relate to 

activities that could be considered outside services unrelated to rate case 

activities. By excluding these expenses from the total expense the 

Company is requesting, approximately $41 9,000 remains as identified 

direct rate case expense. 

Operating Income Adjustment No. 2 - Purchased Power 

Can you please identify those systems that RUCO is proposing an 

adjustment to purchased power expense? 

RUCO is proposing a reduction in test year purchased power expense as 

follows: 

PURCHASED POWER PROPOSED 
REDUCTIONS 

W C T  $62,786 W C G B  $2,881 

WUGT $2,562 Willow Valley $1,582 
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2. 

4. 

2. 

4. 

Q. 

A. 

What is RUCO’s rational for reducing purchased power costs for 

these locations? 

The Company is proposing to include the total of three years increases in 

test year adjustments for each location. While RUCO believes that 

increase’s for known and measurable changes are acceptable projecting 

forward for a three year period is inappropriate. 

Operating Income Adjustment No. 3 - Depreciation/Amortization Expense 

Can you please explain the adjustments that RUCO is recommending 

to the Company’s filing as it relates to depreciation and amortization 

expense? 

Yes. RUCO is proposing adjustments to depreciation/amortization 

expense related to changes in the Company’s depreciation calculation for 

several of the utilities as well as amortizat ion expense related to the 

inclusion of ICFAs fees as CIAC for the Santa Cruz, Palo Verde and 

WUGT. 

How did you calculate the amortization that is being included in test 

year depreciation expense related to the ICFA fees that you included 

as CIAC? 

RUCO reviewed the amortization expense schedules for the Palo Verde 

and Santa Cruz utilities as provided to us during our on-site review. The 

carried forward balances were correct from Decision No. 71878 and was 
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our beginning point. The calculations related to test year amortization for 

these two locations appeared to be correct and we then included the 

calculated expense for both systems as our test year adjustment. 

2. 

1. 

Q. 

4. 

Operatina Income Adiustment No. 4 - Bad Debt Expense 

Can you please identify the adjustments that RUCO is proposing for 

the Company’s bad debt expense accounts? 

RUCO is proposing reductions to the utility systems as follows: 

BAD DEBT EXPENSE 

Palo Verde $1 1,624 Willow Valley 3,821 

Santa Cruz $19,433 WVCGB 6,490 

W C T  $6,426 WUNS 2,281 

WUGT $1,018 

Why is RUCO proposing this adjustment? 

The Company calculates bad debt expense as a percentage of revenues 

and is included in test year operating expenses. In Decision No. 71878 

the Commission ruled that actual bad debt write-offs were to be 

recognized as bad debt expense as opposed to the estimated expense 

ca~cuiation.~ 

~ 

Decision No. 71 878 page 34 
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Iperating Income Adiustment No. 5 - Personnel Expense 

2. 

\. 

Q 

4. 

Has RUCO recommended adjusting operating expense accounts 

related to personnel expenses? 

RUCO is recommending adjustments related to the following operating 

expense accounts. 

PERSONNEL EXPENSES TO BE ADJUSTED 

Location Proposed Adiustment Proposed 

Overtime Hours $95,796 $47,898 $47,898 

Bonuses Operation $1,160 $580 $580 

Company RUCO RUCO 

Deferred Compensation $293,306 $293,306 $0 

Employee Moving $80,264 $40,132 $40,132 

TOTAL $470,526 $381,916 $88,610 

Can you please identify your proposed adjustment by utility? 

The adjustment of $381,916 by utility system is as follows: 

ADJUSTMENT BY SYSTEM 

Palo Verde $152,280 Willow Valley $9,571 

Santa Cruz $142,858 WVCGB $6,397 

WVCT $65,926 WUNS $2,018 

WUGT $2,865 
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a. 
4. 

a. 

4. 

Can you explain the adjustments proposed for personnel expense? 

The majority of the reduction relates to deferred stock compensation 

expense for Company officials. RUCO does not believe that “Bonuses” for 

Company officials should be paid for by ratepayers. The remaining 

expenses, overtime hours, bonuses, and moving expense also relate to 

expenses that are typically excluded from test year since quite often they 

vary in value from year to year and in many cases are not recurring type 

expenses. RUCO has allowed fifty percent of these expenses and 

excluded the remaining fifty percent. 

Operating Income Adjustment No. 6 - Miscellaneous Operating Expense 

Can you please identify the miscellaneous expenses that RUCO is 

recommending be adjusted? 

Yes. RUCO is recommending that the following expenses classified as 

miscellaneous, totaling $462,793 be deducted from test year expenses. 
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MISCELLANEOUS EXPENSES TO BE ADJUSTED 

Q. 

4. 

Expense Account 

Investor Relations 

Charitable Contributions 

Dues and Subscriptions 

Promotions $ Advertising 

Employee Relations 

Board Compensation 

Company 
Proposed 

$57,595 

$6,268 

$43,011 

$28,763 

$32,955 

$26,396 

ExDense Acount 

Travel & Entertainment 

Meals 

Business Development 

Sales Tax Late Fee 

Professional Fees Other 

Other Compensation 

Company 
PrODOSed 

$74,400 

$42,101 

$26,161 

$1,636 

$94,713 

$28,794 

Can you please further identify L,e adjustments by utility system? 

Yes. The adjustments are as follows: 

ADJUSTMENTS BY SYSTEM 

Palo Verde $164,977 Willow Valley 

Santa Cruz $194,371 WVCGB 

VWCT $64,729 WUNS 

WUGT $3,940 
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2. 

4. 

1. 

4. 

P. 

4. 

Why does RUCO believe that these miscellaneous expenses should 

be excluded from the Company’s rate filing? 

RUCO believes that these expenses are more appropriately the types of 

expenses that should be paid for by the shareholders. More specifically, 

expenses such as Board Compensation, Investor Relations, Travel and 

Entertainment, Meals, Business Development, and Sales Tax Late Fees 

provide no benefit to the ratepayer. Expenses such as Publications and 

dues are being allocated evenly at 50 percent to the shareholder and 

ratepayer. 

Operating Income Adiustment No. 7 - Propertv Tax Expense 

Did RUCO review the Company’s property tax calculations for each 

of the utilities included in this filing? 

Yes. RUCO reviewed he calculation and made several adjustment. 

Can you please elaborate on your review and identify any 

adjustments made? 

Property tax adjustments were made on each of the utilities included in 

this filing based on adjusted test year revenues and recommended 

revenues in going forward. We also made an adjustment on each location 

based on State of Arizona House Bill 2011. As identified in this House Bill 

section 42-1 5001 

“The assessed valuation of class one property is the 
following percentage of its full cash value as 
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applicable, No. 9 “NINETEEN PER CENT 
BEGINNING FROM AND AFTER DECEMBER 31, 
2013 THROUGH DECEMBER 31,2014.” 

RUCO is recommending the following adjustments, by utility, based on the 

revised assessed valuations as identified in this Bill. 

Can you please identify the property tax expense adjustments that 

RUCO is recommending in this filing? 

Yes. Following are the adjustments as being proposed? 

Location 

Palo Verde 

Santa Cruz 

VWCT 

WUGT 

willow Valley 

VWCGB 

WUNS 

TOTAL 

PROPERlY TAX EXPENSE 
‘ Company RUCO RUCO 

Proposed Proposed Adiustment 

$1,064,073 $962,732 ($101,341) 

897,129 811,688 (85,441) 

273,680 246,830 (26,850) 

11,254 10,183 (1,071) 

33,931 30,700 (3,231) 

11,663 10,552 (1 ,I 11) 

3,104 7,301 4,197 

$2,294,834 $2,079,986 ($214,848) 
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1. 

4. 

2. 

4. 

Q. 

A. 

Operating Income Adiustment No. 8 - Income Tax Expense 

Has RUCO made an adjustment to Income Tax Expense as filed by 

the Company? 

Yes. RUCO has adjusted income tax expense based upon the 

methodology that is used in all rate applications reviewed by RUCO. 

Can you explain the method utilized in calculating income tax 

expense both for the test year adjustment as well as the method 

used in calculating the tax effects of proposed revenue adjustments? 

When calculating Federal income tax expense for rate making purposes 

RUCO begins with operating income before taxes and from that amount 

will deduct Arizona income taxes due and interest synchronization. 

(Interest synchronization is calculated as follows: Adjusted ACC 

Jurisdictional Rate Base X Weighted Cost of Debt) The two results, 

Arizona income taxes and interest synchronization, are multiplied by the 

statutory Federal Income Tax Rate. In this case RUCO has used 34 

percent as the statutory Federal Income Tax Rate. 

Has RUCO made any adjustments related to statutory income tax 

rates? 

Yes. A change in State Income Tax calculation has been made based on 

new tax rates effective for taxable years beginning from and after 
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December 31, 2013 through December 31, 2014. The State Income Tax 

rate has been reduced from 6.969% to 6.5%. 

2. 

4. 

3. 

4. 

Can you please identify the income tax expense adjustments that 

RUCO is recommending in this filing? 

Yes. Following are the adjustments as being proposed? 

INCOME TAX EXPENSE 
Company RUCO 

Location ProDosed Proposed 

Palo Verde $682,693 $844,141 

Santa Cruz 98,898 277,849 

WVCT (249,144) (2,468) 

WUGT (197,785) (310,193) 

Willow Valley (106,730) (36,509) 

W C G B  5,781 18,333 

RUCO 
Adiustment 

$161,448 

178,950 

246,676 

66,548 

70,221 

12,552 

WUNS 13,391 7,302 (6,089) 

TOTAL $247,104 $798,455 $730,306 

Does this conclude your testimony? 

Yes. 
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ROBERT B. MEASE, CPA 
Education and Professional Qualifications 

EDUCATION 

Bachelors Degree Business Administration / Accounting - Morris Harvey College. 

Attended West Virginia School of Graduate Studies and studied Accounting and 
Public Administration 

Attended numerous courses and sem inars for Continuing Professional 
Educational purposes. 

WORK EXPERIENCE 

Controller 
Knives of Alaska, Inc., Diamond Blade, LLC., and Alaska Expedition Company. 

Financial Manager I CFO 
All Saints Camp & Conference Center 

Energy West, Inc. 
Vice President, Controller 

Led team that succeeded in obtaining a $1.5 m illion annual utility rate increase 
Coached accountants for proper communication techniques with Public Service 
Commission, supervised 9 professional accountants 
Developed financial models used to negotiate an $18 million credit line 
Responsible for monthly, quarterly and annual financial statements for internal 
and external purposes, SEC filings on a quarterly and annual basis, quarterly 
presentations to Board of Directors and shareholders during annual meetings, 
coordinated annual audit 
Communication with senior management team, supervised accounting staff and 
resolved all accounting issues, reviewed expenditures related to capital projects 
Monitored natural gas prices and worked with senior buyers to ensure optimal 
price obtained 

Junkermier, Clark, Campanella, Stevens 
Consulting Staff 

0 

0 

0 

0 

0 Performed Profit Enhancement engagements 

Established a consulting practice that generated approximately $160k the first 
year of existence 
Prepared business plan and projections for inclusion in clients financing 
documents 
Prepared written reports related to consulting engagements performed 
Developed models used in financing documents and made available for other 
personnel to use 

Participated during audit of large manufacturing client for two reporting years 



Prior to 1999, held various posi tions: TMC Sales, Inc. as Vice President I Controller, 
with American Agri-Technology Corporation as Vice President I CFO and with Union 
Carbide Corporation as Accounting Manager. (Union Carbide was a multi-national 
Fortune 500 Company that was purchased by Dow Chemical) 

PROFESSIONAL AFFILIATIONS 
Member - Institute of Management Accountants 
Member - American institute of CPA's 
Past Member -WV Society of CPA's and Montana Society of CPA's 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION WITH RUCO 

Utility Company Docket No. 

Arizona Water Company 
(Eastern Group) 

W-01445A-11-0310 

Pima Utility Company W-02199A-11-0329 et al. 

Tucson Electric Power Company E-01933A-12-0291 

Arizona Water Company W-01445A-12-0348 

UNS Electric E-04204A-12-0504 
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Palo Verde Utilities Company 
Schedule RBM-1 

Page 1 of 2 

REVENUE REQUIREMENT ________ ~ _ _ ~ _ _ _ _ _  - __-__ _______ -~ _______ ______ 

(4 (B) 
Company RUCO 

Line OCRBlFVRB OCRBlFVRB 
No. Description cost cost 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Fair Value Rate Base 

Adjusted Operating Income (Loss) 

Current Rate Of Return (L3 I L1) 

Required Operating Income (L9 X LI) 

Required Rate Of Return On Fair Value Rate Base 

Operating Income Deficiency (L7 - L3) 

Gross Revenue Conversion Factor (RBM-1, Pg 2) 

Increase In Gross Revenue Requirement (LI 1 X L13) 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L15 + L17) 

Required Percentage Increase In Revenue (L15 / L17) 

Rate Of Return On Common Equity 

$ 60,166,756 

$ 3,066,067 

5.10% 

$ 5,300,691 

8.81 % 

$ 2,234,624 

1.6390 

-3,662,5601 
$ 13,107,528 

$ 16,770,088 

27.94% 

11 4% 

$ 52,813,708 

$ 3,098,107 

5.87% 

$ 3,904,484 

7.39% 

$ 806,378 

1.6587 

$ 13,107,528 

$ 14,445,067 

10.20% 

8.50% 

References: 
Column (A): Company Schedules A-1 and C-I 
Column (B): RUCO Schedule RBM-2, RBM-6 and RBM-10 



Global Utilities 
Docket No. W-01212A-12-309 et al 
Test Year Ended December 31,2011 
12-0315 

GROSS REVENUE CONVERSION FACTOR I INCOME TAX CALCULATION 

LINE 

Calwlabon of Gross Revenue Converson Fador 
1 Revenue 
2 Uncolleuble Fador 
3 Revenues (L1 - U )  
4 
5 Subtotal (L3 - L4) 
6 

Combined Federal and State Income Tax and Property Tax Rate (U3) 

Revenue Conversion Factor (L1 I E) 

Calculabon of Uncollecthble Fadw, 
7 Unlty 
8 Combned Federal and State Tax Rate (L17) 
9 One Mtnus Combined Income Tax Rate (L7 ~ LE) 
10 UncolWble Rate 
11 Uncdlecbble Fador (L9 * L10) 

Calculation of Effective Tax Rate: 
12 Operating Income Before Taxes ( m a  Taxable Income) 
13 Atiwna State Income Tax Rate 
14 Federal Taxable Income (L12 - L13) 
15 Applicable Federal Income Tax Rate (Col [C] L53) 
16 Effective Federal Income Tax Rate (L14 x L15) 
17 Combined Federal and State I m e  Tax Rate (L13 + L16) 

Calculation of Effedive Pm~ertv Tax Fador 
18 Unity 
19 Combined Federal and State Income Tax Rate (Cd. [Bl. L17) 
20 One Minus Combined Income Tax Rate (LlSL19) 
21 Property Tax Fador (Sch. RBM-16. Col. [B], U4) 
22 Effective Property Tax Fador ( D O  x U l )  
23 Combined Federal and State Income Tax and Property Tax Rate (Col. (B). L17 + L22) 

24 Required Operating Income (Sch. RBM-1. Col. (B) L7) 
25 Adjusted Test Year Operating Income (Loss) (Sch. RBMl, Col (B) L3) 
26 Required lnmase in Operating Income (U4 - U5) 

27 Income Taxes on Recommended Revenue (Col. [C]. L52) 
28 Income Taxes on Test Year Revenue (Col. (A), L52) 
29 Required Increase in Revenue to Provide for Income Taxes (U7 ~ U8) 

30 Recommended Revenue Requirement (Sch. RBM-1. Col. (B). L19 
31 Uncollectible Rate (L10) 
32 Uncolllectible Expense on Recommended Revenue (L30 x L31) 
33 Adjusted Test Year Uncollectible Expense(Sch. RBM-8, Cd. (Q. L31) 
34 Required Increase in Revenue to Provide for Uncolledible Exp. (L32 - L33) 

35 Properly Tax with Recommended Revenue (Sch. RBM -8, Cd. (K), Us) 
36 Property Tax on Test Year Revenue (Sch. RBM8. Cor. (Q). L32) 
37 Inuaase in Property Tax Due to l m a s e  in Revenue (L35 - 36) 
38 Total Required Increase in Revenue (Cor. w]. U 6  + U 9  + L34 + L37) 

Calculation of Income Tax 
39 Revenue (Sch.RBM-7 Col IC] L4 and Col (D) L4 
40 Operating Expenses Exduding Income Taxes 
41 Synchronized Interest (Col. IC]. L57) 
42 Arizona Taxable Income (L39 - L40 - L41) 
43 Arizona State lncom Tax Rate 
44 Arizona Income Tax (L42 x L43) 
45 Federal Taxable Income (L42 - L44) 
46 Federal Tax on First Income Bracket ($1 - $50.000) .@ 15% 
47 Federal Tax on Second Income Bracket ($51.001 - $75,000) .@ 25% 
48 Federal Tax on Third Income Bracket ($75.001 - $100,000) @ 34% 
49 Federal Tax on Fourth Income Bracket ($1 00.001 ~ $335.000) .@ 39% 
50 Federal Tax on Fifth Income Bracket ($335,001 -$10.000,000) .@ 34% 
51 Total Federal Income Tax 
52 Combined Federal and State Income Tax (L44 + L51) 

Palo Verde Utililjes Company 
RBM-1 

Page 2 of 2 

100.0000% 
0.0000% 

100.oooo% 
39.71 18% 
60.2882% 
1.658700 

100.0000% 
38.2900% 
61.7100% 

O . o O w 0  
O.Mxx)% 

100.OWo% 
6.5200% 

93.5000% 
34.0000% 
31.7900% 

38.2900% 

lW.ooOo% 
38.2900% 
61.7100% 
2.3041% 

1.421 8% 
39.7118% 

5 3.904.484 
3,096,107 

$ 806,378 

5 1.344.484 
844.141 

500.344 

$ 14.445.067 
0.o0o00 

$ 993.550 
962.732 

30.818 
0 1,337,539 

Test RUCO 
Year Recommended 

$ 13.107.528 $ 1,337,539 5 14,445.067 
$ 9.165.281 $ 9,196,099 
$ 1,737,649 $ 1.737.649 
$ 2.204.598 $ 3,511,319 

6.5wo% 6.5000% 
$ 143.253 $ 226.236 
$ 2,061,299 $ 3,283,064 

$ 6.250 s 6,250 

t 91,650 $ 91,650 

5 700,842 $ 1,116,246 
$ 644,141 S 1.344.484 

f 7,500 s 7,500 

$ 8.500 5 8.500 

$ 586.942 $ 1.002.348 

54 Svnchronized Interest Calculation 
55 RateBase 
56 Weighted Average Cost of Debt 
57 Synchronized Interest 

$ 52,813,708 
3.29% 

$ 1,737,649 
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Palo Verde Utilities Company 
Schedule RBM-2 

Page 1 

SUMMARY OF ORIGINAL COST RATE BASE WITH RUCO ADJUSTMENTS 

~~ ~ -~ ~ - ____ _ _  ~ _ _ ~  _ _  _____  ~. -. _. . 

(A) (B) (C) 
Company RUCO 

Line As Filed RUCO As Adjusted 
No. Description OCRB/FVRB Adjustments OCRB/FVRB 
1 Gross Ublity Plant In Service $ 109,787,648 $ (698,584) $ 109,089,064 

2 Accumulated Depreciation 
3 

4 Advances In Aid Of Const. 

5 Contribution In Aid Of Const. 
6 Accumulated Amortization Of ClAC 
7 NET ClAC (L5 + L6) 

8 Customer Meter Deposits 

9 

10 Unamortized Finance Charges 

11 Deferred Regulatory Assets 

12 Allowance For Working Capital 

Net Utility Plant In Service (L1 + U) 

Deferred lnwme Taxes & Credits 

13 TOTAL RATE BASE (Sum L's 3,4,7,8 Thru 12) 

References: 
Column (A) Company Schedule B-1 
Column (B) RBM-3 page 1 

References: 
Column (A): Company Schedule B-I 
Column (B): RBM-3, Columns (B) Thru (G) 
Column (C): Column (A) + Column (B) 

(1 9,012,634) (19,012,634) 
$ 90,775,014 $ (698,584) $ 90,076,430 

$ (27,839,315) $ - $  (27,839,315) 

$ (30,362) $ (12,566,169) $ (1 2,596,531 ) 
1,719,622 1,719,622 

$ (30,362) $ (10,846,547) $ (10,876,909) 

$ (669,926) $ - $  (669,926) 

2,123,428 $ (2,068,654) $ 4,192,082 $ 

!$ - $  - $  

$ - $  - $  

$ - $  - 8  

$ 60,166,757 $ (7,353,049) $ 52,813,708 
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12-0312 

1 Global Water - Santa Cruz 
2 Edison Rd Waterline Ext 
3 
4 TOTALS 
5 
6 Willow Valley Water Company 
7 W V R S C A D A - W C  
8 TOTALS 
9 
10 Water U t i l i  of Greater Tonopah 
11 
12 West Phoenix 6 Fluoride 
13 
14 TOTALS 
15 
16 Valencia Water Company 
17 Bales Fill Line 
18 Buena V i  Fill Line 
19 Pima Road Waterline 
20 
21 SWVDC Optimization 
22 TOTALS 

RED WDC Chl Sys Replacement 

West Phoenix 6 Elec Upgrades 

W E  6 Tank and Well Replaunt 

W R  SCADA Command Sta Imp 

Palo Verde Utilities Company 
Schedule RBM3 

Page 1 of 2 
RUCO POST TEST YEAR PLANT ADJUSTMENTS 

(A) (8) (C) (D) (E) (F) 

I I I 
___ ~~ 

Co. Follow Up Response I Company's Initial Filing m Adustment 
Date Const Final Costs/ Dale Const lnduded in 

Date Const est to be Rate Base Actually as of 
Began Completed Initial Est Com pleted March 31,2013 

Aug2012 Aug2012 $ 300,742 Dec2012 $ 240,224 $ (300,742) 
Jan 2012 Jan 2012 6,149 April 2012 15,129 8,980 

$ 306,891 $ 255,353 $ (291,762) 

Od2012 Oct2012 $ 80.436 Not Started $ (80,436) 
$ 80,436 $ (80,436) 

Nov2012 Dec2012 $ 3,076 Dee 2012 $ 3,501 $ (3,076) 
Nov 2012 Dec2012 8.625 Jan 201 3 18.693 (8,625) 
May2012 June2012 95,082 Dec 2012 128,934 (95,082) 

$ 106,783 $ 151.128 $ (106,783) 

July2012 July2012 $ 78,750 In Progress $ 12,027 $ (78,750) 
Ju\y 2012 July 2012 203,702 In Progress 20,004 (203,702) 
April 2012 April 2012 182,563 Sept 2012 195.474 (1 82.563) 
Juk 2012 Julv 2012 136.029 Jan 2013 21.962 (136.029) 
June 2012 June 2012 71,526 Feb 2013 48.565 ' (71,5261 

$ 672,570 $ 298,032 $ (672,570) 

34 
35 References: 
36 
37 
38 
39 
40 
41 

Columns (A), (B). (C) - Fleming Testimony pages 21 and 22. Company induded in rate base. 
Columns (D), ( E ) - Company Response to RUCO Data Request No 2.01 
NOTE (1): Sei? Column (F) The costs for projects not completed and placed in service by June 30,2012, were adjusted and excluded 

from rate base by RUCO 
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Palo Verde Utilities Company 
Schedule RBM-3 

Page 2 of 2 

1 Global Water - Santa CNL 
2 Edison Rd Waterline Ext 
3 
4 TOTALS 
5 
6 Willow Valley Water Company 
7 W V R S C A D A - W C  
8 TOTALS 
9 
10 Water Utility of Greater Tonopah 
11 
12 West Phoenix 6 Fluoride 
13 
14 TOTALS 
15 
16 Valencia Water Company 
17 Bales Fill Line 
18 Buena Wsta Fill Line 
19 Pima Road Waterline 
20 
21 SVWDC Optimization 
22 TOTALS 

RED WDC Chl Sys Replacement 

West Phoenix 6 Elec Upgrades 

WPE 6 Tank and Well Replaunt 

WVR SCADA Command Sta Imp 

RUCO POST TEST YEAR PLANT DEPRECIATION (LAID ADJUSTMENTS 

(A) (6) (C) (D) (E) (F) (G) 
Company 
Initial Filing Company 

Calculated Adjustment 
Included in Date Const Final CosW Company 
RateBase Actually asof 
Initial Est Completed March 31,2013 PlY Plant Depreciation Depreciation Depre & AID RUCo rl Adjustment Calculated 

$ 300.742 Dec2012 $ 240,224 $ (300,742) 

5 306,891 5 255,353 5 (291.762) $ 15.345 5 757 $ (14.588) 
6,149 &rll 2012 15.129 8,980 

$ 80.436 NotStarted - 6 (80,436) 
s 80.436 - $ (80,436) 5 4,022 $ - $ (4,022) 

$ 3,076 Dec2012 $ 3,501 $ (3.076) 
8.625 Jan 2013 18.693 (8.625) 

95,082 Dec 2012 128.934 (95.082) 
5 106.783 $ 151.128 $ (106.783) S 5,339 5 - $ (5.339) 

f 78.750 InPmgress 5 12.027 $ (78.750) 
203,702 In Progress 20,004 (203,702) 
182.563 Sept 2012 195,474 (1 82.563) 
136.029 Jan 2013 21.962 (136,029) 
71,526 Feb 2013 48.565 (71,526) 

$ 672,570 $ 298,032 6 (672,570) S 33,629 $ - $ (33,629) 
23 
24 Global Water - PaloVerdr Utilitiq 
25 CampusIWRFPh3Exp , . ' S 119,810 Dec2011 5 119,810- S 
26 PVUCInPipeO&,ControS ' . . 52,022 Nov 2012 57.397 (52.022) Note (1) 

29 SRW MH R& and LS Imp Pi; ! 6.408 Dec2012 

31 SewerMsnhdeRehab 5 . 
32 EdImsf4dSewerLnExt - 
33 

27 PVUC Lagoon Clean Cl- 406.949 Dec2012 543,461 (406.949) 
28 PVUCPEQB - ~ L *  12,564 Dec2012 48.475 (12364) 

30 PWJC WRF Headworks Rehat 

34 
35 References: 
36 
37 

38 

39 
40 818.394 5.00% Depreciation allowance as calculated by Company 
41 
42 Column (A) less Column (D) L 818,394 

Columns (A), (B). (C). (D) - See Sch RBM-2 
Columns ( E ) - Company Schedules and testimony of Mr. Brefi Higgabotham 

NOTE (1): RUCO DeDreciatiOII and A D  adiusbnent calculated as follows: 

Column (E) I Column (A) 

43 
44 

$ 698.584 
$ 119,810 Test Year Plant as proposed by RUCO 

45 
46 Depreciation expense proposed by RUCO 6 5,991 
47 Depreciation expense proposed by Company $ 40,920 
48 RUCO proposed depreciation and AID adjustment 
49 related to Post Test Year Plant $ (34,929) 
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Palo Verde Utilities Company 
Schedule RBM-5 

Page 1 

PLANT SCHEDULES 
YEAR ENDED DECEMBER 31,201 1 

(A) (B) (C) (D) (E) 

Plant RUCO 
Line Acct Balance Other Disposals Balance 
No. No Account Description 12/31/2010 Additions Costs 

-- - __-__ - - __ ________ _________ ___ -. _ _ _ _  ~- 

12/31/2011 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 

353 
354 
355 
360 
361 
363 
364 
370 
371 
374 
375 
380 
381 
382 
389 
390 
391 
393 
394 
395 
396 
397 
398 

353 Land and Land Rights 
354 Structures and Improvements 
355 Power Generation Equipment 
360 Collection Sewers - Force 
361 Collection Sewers - Gravity 
363 Services to Customers 
364 Flow Measuring Devices 
370 Receiving Wells 
371 Pumping Equipment 
374 Reuse Distribution Reservoirs 
375 Reuse Transmission and Distribution System 
380 Treatment and Disposal Equipment 
381 Plant Sewers 
382 Outfall Sewer Lines 
389 Other Plant and Miscellaneous Equipment 
390 Office Furniture and Equipment 
391 Transportation Equipment 
393 Tools, Shop and Garage Equipment 
394 Laboratory Equipment 
395 Power Operated Equipment 
396 Communication Equipment 
397 Miscellaneous Equipment 
398 Other Tangible Plant 

Total Plant in Service $ 108,299,042 $ 670,211 $ - $ - $ 108,969,253 

References: 
Company Schedules and RUCO Data Request 1.14 
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Palo Verde Utilities Company 
Schedule RBM-6 

Page 1 

SUMMARY OF ORIGINAL COST RATE BASE WITH COMPANY ADJUSTMENTS 

_ _ _  - - (A,- -~ ~---(B)- - _ _  .~c~-- _ _ _ _  ~~- - -~ -7ET~- _ _  

Actual Adjust No. 1 Adjust No. 2 Adjust No. 3 Test Year 
Line Test Year Post Test BLANK BLANK Adjusted 
No. Description OCRB/NRB Year Plant OCRB/FVRB 
1 Gross Utrlity Plant In Service 108,969,253 $ 818,395 $ - $  - $ 109.787,648 

2 Accumulated Depreciation 
3 

4 Advances In Aid Of Const. 

5 Contribution In Aid Of Const 
6 Accumulated Amortization Of ClAC 
7 NET ClAC (L5 + L6) 

8 Customer Meter Deposits 

9 

10 Unamortized Finance Charges 

11 Deferred Regulatory Assets 

12 Allowance For Working Capital 

Net Utility Plant In Service (L1 + L2) 

Deferred Income Taxes & Credits 

13 TOTAL RATE BASE (Sum L's 3,4,7,8 Thru 12) 

(19,012,634) (1 9,012,6341 
$ 89,956,619 $ 818,395 $ - $  - $ 90,775,014 

$ (27,839,315) $ - $  - $  - $ (27,839,315) 

$ (27,616,063) $ - $ 16,739,152 $ 10,846.549 $ (30,362) 

$ (27,616,063) $ - $ 16,739,152 $ 10,846,549 $ (30,362) 

$ (669,926) $ - $  - $  - $ (669,926) 

$ 8,593,041 $ - $ (6,469,574) $ (4,192,121) $ (2,068,654) 

$ - $  - $  - $  - $  

$ - $  - $  - $  - $  

$ - $  - $  - $  - $  

$ 42,424,356 $ 818,395 $ 10,269,578 $ 6,654,428 $ 60,166,757 

References: 
Column (A): Company Schedule 6-1 
Column (B); Company Schedule 6-2-1 
Column (E); Columns (A) through (D) 
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SUMMARY OPERATING INCOME WITH RUCO ADJUSTMENTS 

- _ _  -~ ____... -- - (AT----- ---<Bo--- ---7c)--- --- .(DT- - - - lET _ _ _  . - _ _  

Actual RUCO RUCO RUCO RUCO 
Line Test Year as Test Year' Test Year As Proposed As 
No. Description Filed Adjustments Adjusted Changes Recommended 

1 
2 
3 
4 

5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 

30 

Revenues: 
521 Metered Water Revenues 
536 Unmetered Water Revenues 
541 Other Water Revenues 

TOTAL OPERATING REVENUE 

Operating Expenses: 
701 Salaries And Wages - Employees 
710 Purchased Water 
71 5 Purchased Power 
718 Chemicals 
720 Materials And Supplies 
721 Office Supplies and Expense 
731 Contractural Services - Professional 
735 Contractural Services - Testing 
736 Contractural Services - Other 
740 Rents 
742 Rental of Equipment 
750 Transportation Expense 
755 Insurance Expense 
759 Insurance Expense - Other 
765 Regulatory Expense 
767 Rate Case Expense 
770 Bad Debt Expense 
775 Miscellaneous Expense 
403 Depreciation Expense 
403 Depreciation Exp - ClAC Amort 
408 Taxes Other than Income 

408.1 Property Taxes 
409 Income Taxes 

TOTAL OPERATING EXPENSES 

OPERATING INCOME (LOSS) 

$ 12,423,785 $ - $ 12,423,785 $ 1,337,539 $ 13,761.324 
345,001 345.001 345.001 
338,742 338.742 338,742 

$ 13,107,528 $ - $ 13,107,528 $ 1,337,539 $ 14,445,067 

- $ 1,320,101 $ 1,472,381 (152,280) $ 1,320,101 $ 

530,509 
408,431 
114,852 
120,122 
901,541 
40,577 

197,061 
I 1  9,990 

530,509 
408,431 
114,852 
120,122 
901,541 
40,577 

197,061 
1 1 9,990 

530,509 
408,431 
114,852 
120,122 
901,541 
40,577 

197,061 
11 9,990 

76,568 76,568 76,568 
102,147 102,147 102,147 

11 2,973 (48,896) 64,077 64,077 

82.936 
485,687 

3,479,794 

9,500 
1,064,073 

682,693 

(1,292) 

(1 1,624) 
(164,977) 
(33.629) 
360,178 

(101,341) 
161,448 

71,312 
320,710 

3,446,165 
358,886 

9,500 
962,732 
844,141 

30,818 
500,344 

71,312 
320,710 

3,446,165 
358,886 

9,500 
993,550 

1,344,484 

$ 10,000,543 $ 8,878 $ 10,009,421 $ 531,162 $ 10,540,583 

$ 3,106,985 $ 3,098,107 

References: 
Column (A): Company Schedule C-I 
Column (B): RLM-7. Columns (B) Thru (I) 
Column (C): Column (A) + Column (6) 
Column (D): Revenue From RLM-1, Column (B), Line 8 And Income Tax From RLM-1, Column (B). Line 8 - Line 6 
Column (E): Column (C) + Column (D) 

$ 3,904,484 



o 

fit 

fit 

fit 
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Palo Verde Utilities Company 
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Page I 

OPERATING INCOME ADJUSTMENT NO. I 
RATE CASE EXPENSE 

~ - - - - . - - ~- - . .- - - ~ -~ ~ _ _ _  - - - - - ~ _ ~ -  - . ~~~- _ _ ~ _  - . __ - - -~~ 

(A) (B) (C) 
Line COMPANY RUCO RUCO 
No. DESCRIPTION AS FILED ADJUSTMENT AS ADJUSTED 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 
30 
31 
32 
33 
34 
35 
36 
37 

Rate Case Expense Total for Global Water $ 787,174 $ (368,174) $ 419,000 

Allocation Factor (L34) 39.87% 

Palo Verde Utilities Company $ 167,067 

3 

RUCO Adjusted Rate Case Expense (L5 I L7) $ 55,689 

Company Amortized Rate Case Expense for Palo Verde as Filed ( Sch. C-2.2) $ 104,585 

RUCO Pro Forma Rate Case Expense (L9 - L1 1) $ (48,896) 

RUCO Adjustment $ (48,896) 

RUCOs Rate Case Expense Adjustment Calculation: 

Amortization Period - 3 years 

Decision No. 71 878, dated September 15, 201 0, approved amount 
$400,000 forGlobal Water. $ 400,000 

Inflation factor from October 1, 2010 to July 1, 2012 
Per Consumer Price Index 

Reasonable Amount of Rate Case Expense based on 
Decision No. 71 878. 

4.75% 

$ 419,000 

RUCO Adjustment (Col. (B) Ln 27 - Col. (A) L 1) $ (368,174) 

Comoanv 
Operatinq Amortized Adiustment bv 

Santa Cruz Water ComDanv 10,705,825 37.41% 105,801 (53,558) 
Valencia Town Water Com(;any 4,940,530 17.26% 35,298 (11,189) 
Willow Valley Water Company 71 7,230 2.51% 9,923 (6,423) 
Water Utility of Greater Tonopah 214,736 0.75% 2,140 (1,092) 
Valencia of Greater Buckeye Water Utility 479,427 1.68% 4,142 (1,802) 
Water Utility of Northern Scottsdale 151,196 0.53% 502 236 

Total System Revenud and Percentages $ 28,620,876 100.00% $262,391 $ (122,724) 

References: 
Column (A) Company Schedules C-2.2 
Column (B) CPI Information from Inflation.com 
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OPERATING INCOME ADJUSTMENT NO. 3 
CALCULATION OF DEPRECIATION EXPENSE 

Palo Verde Utilities Company 
Schedule RBM-12 

Page 1 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

353 
354 
355 
360 
36 1 
363 
364 
370 
371 
374 
375 
380 
381 
382 
389 
390 
39 1 
393 
394 
395 
396 
397 
398 

353 Land and Land Rights 
354 Structures and Improvements 
355 Power Generation Equipment 
360 Collection Sewers - Force 
361 Collection Sewers - Gravity 
363 Services to Customers 
364 Flow Measuring Devices 
370 Receiving Wells 
371 Pumping Equipment 
374 Reuse Distribution Reservoirs 
375 Reuse Transmission and Distribution System 
380 Treatment and Disposal Equipment 
381 Plant Sewers 
382 Ouffall Sewer Lines 
389 Other Plant and Miscellaneous Equipment 
390 Office Furniture and Equipment 
391 Transportation Equipment 
393 Tools, Shop and Garage Equipment 
394 Laboratory Equipment 
395 Power Operated Equipment 
396 Communication Equipment 
397 Miscellaneous Equipment 
398 Other Tangible Plant 

Total Plant in Service 

RUCO calculated depreciation on an account by account 
basis assuming that there are no fully depreciated assets. 
The Company calculates depreciation expense on each 
individual asset and when the asset if fully depreciated than 
depreciation expense is no longer calculates. RUCO 
ACCEPTS THE COMPANY DEPRECIATION FOR TEST YEAR. 

22,855,163 
356,501 

3,857,656 
47,558,359 

5,244,342 
23,636 

1,921,877 
3,958,196 

11,043 
11,074,139 
5,846.144 

78,384 
353,645 

2,264,309 
402,021 
170,644 
106,797 
24,614 
10,320 
39,288 

362,822 
1,592,799 

61,771 
4,595 
7,659 

226,926 

80,815 
22,978 
15,318 

129,431 

31,256 
1,153 
2,878 
7,453 

327 
30,828 
36,950 
6,501 
3,372 

$ 
761,180 

8,918 
96,451 

1,584,071 
349,798 

473 
96,094 

495,280 
406 

245,863 
11 7,052 

2,610 
29,459 
45,317 
26,819 
11,392 
7,148 
8,209 
2,372 
1,645 

18,157 
159,297 

$ 108,112,700 $ 670,211 $ - $ - $ 4,068,011 

References: 
Company Schedules B-1 and RUCO Data Request 1.14 



Global Utilities 
Docket No. W-20445A-12-0309 et al 
Test Year Ended December 31,201 1 

Palo Verde Utilities Company 
Schedule RMB-13 

Page 1 of 1 

OPERATING INCOME ADJUSTMENT NO. 4 
BAD DEBT EXPENSE 

_ _  ~~ - ~~ ~-~ _ _ _  - ~~~~ ~ ~~- _ _ _  ~~ - _ _ ~ ~ _ _ _  - ~~ 

(A) (B) (C) (D) (E) 
COMPANY 

Line BAD DEBT ADJUSTMENT, AS FILED BAD DEBT ADJUSTMENT 
COMPANY TEST YEAR COMPANY ACTUAL RUCO 

No. System EXPENSE REVENUE CHG. WRITE-OFF (D - C) 

1 Valencia Town $ 30,899 $ (1) $ 30,898 $ 24,472 $ (6,426) 
2 
3 
4 
5 Greater Tonopah 4,930 (161) 4,769 3,751 (1,018) 
6 
7 Valencia Greater Buckeye 11,720 (425) 11,295 4,805 (6,490) 
8 
9 Santa Cruz 55,174 (1,249) 53,925 73,358 19,433 
10 
11 Willow Valley 8,422 (171) 8,251 4,430 (3,821) 
12 

13 Northern Scottsdale 2,281 2,281 
$ 183,352 $ 8,722 $ 192,074 $ 184,409 $ (7,665) 

References: 
Column (A) & (C) Company Schedules C-2 
Column (B) Company Schedule C-2.11 
Column (D) RUCO Data Request 3.01 
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OPERATING INCOME ADJUSTMENT N0.5 
PERSONNELEXPENSE 

~~~ 

( 4  
COMPANY 

Palo Verde Utilities Company 
Schedule RBM-14 

Page 1 of 1 

(B) 
RUCO 

ADJUSTMENT AS ADJUSTED Acct. SLECTED 
No. Expense No. EXPENSES 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

21 
22 
23 
24 
25 
26 
27 
28 
29 

Overtime Hours 80101 $ 95,796 $ (47,898) $ 47,898 

Bonuses Operations 80107 1,160 (580) 580 

Deferred Compensation 80500 293,306 (293,306) 

Employee Hiring & Moving 80901 80,264 (40,132) 40,132 

Total $ 470,526 $ (381,916) $ 88,610 

Allocation Factor (24) 39.873% 

Palo Verde Utilities Co. $ (152,280) 

Personnel Expense as Filed $ 1,320,101 

RUCO Pro Forma Expense (B15 + 813) $ 1,167,820 

RUCO Adjustment (B17-B15) $ (152,280) 

Adiustment bv 
Allocation Factor Based on Test Year Revenue Operatinq Revenue Percent of Total Svstem 

Valencia Town Water Company 4,940,530 17.262% (65,926) 
Willow Valley Water Company 717,230 2.506% (9,571) 
Water Utility of Greater Tonopah 214,736 0.750% (2,865) 
Valencia of Greater Buckeye Water Utility 479,427 1.675% (6,397) 
Water Utility of Northern Scottsdale 1 51 , 1 96 0.528% (2,018) 

Total Revenue Percentages 28,620,876 100.00% $ (381,916) 

References: 
Column (A) - RUCO DR 1.08 
Column (C) - Company Schedules C-2 
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Docket No. W-01212A-12-309 et al 
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OPERATING INCOME ADJUSTMENT NO. 7 
PROPERTY TAXES 

1 
2 
3 

4a 
4b 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

Adjusted Test Year Revenues 
Multiplied by 2 
Subtotal (L1 X L2) 
Adjusted Test Year Revenues 
Recommended Revenue, Per Schedule 
Subtotal (L3 + L4a) 
Number of Years 
Three Year Average (L5 I L6) 
Department of Revenue Mutilplier 
Revenue Base Value (L7 X L8) 
Plus: 10% of CWlP Per Company Schedule E 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + L10 - L I I )  
Assessment Ratio 
Assessed Value (L12 L13) 
Composite Property Tax Rate (Per RUCO Effective Property Tax Calculation Analysis WP) 

RUCO Adjusted Test Year Property Tax Expense (L14 * L15) 
Company Adjusted Test Year Property Tax (Per Company C-I Schedule) 

RUCO Test Year Adjustment (L16-L17) 
Property Tax- RUCO Recommended Revenue (L14 LIS) 
RUCO Test Year Adjusted Property Tax Expense (L16) 
Increase/(Decrease) to Property Tax Expense 

Increase/(Decrease) to Property Tax Expense 
Increase in Revenue Requirement 
Increase /(Decrease) to Property Tax per Dollar Increase in Revenue (L22 / L23) 

Palo Verde Utilities Company 
Schedule RBM-16 

Page I 

P I  
~- ~~ ~ 

[AI 
- _ _ _ _  _ ~ _  

RUCO RUCO 
AS ADJUSTED RECOMMENDED 

$ 13,107,528 $ 13,107,520 
2 2 

26.215.058 $ 26,215,056 $ 
13,107,528 

39,322,504 $ 40,660.1 23 
3 3 

$ 13,107.528 $ 13,553,374 
2 2 

$ 26,215,056 $ 27,106,749 
1,648,165 1,648,165 

7,190 7,190 
$ 27,056,031 $ 28,747,724 

19.0% 19.0% 
$ 5,292,648 $ 5,462,067 

18.1900% 18.1900% 

$ 962,732 
1,064,073 

$ (101,341) 
$ 993,550 

962,732 
5 30,818 

$ 30,818 

2.30407% 
1,337,539 
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Palo Verde Utilities Company 

Page 1 
RBM-17 

OPERATING INCOME ADJUSTMENT NO. 8 
ADJUSTED TEST YEAR INCOME TAX EXPENSE 

~ - - -  ~ - - - ~  - ~-~ - -  - ~~ - . -  Line 
- NO. D%scn%jfon- Amount 

1 
2 682,693 
3 
4 844,141 
5 
6 RUCO Adjusted Test Year Income Tax Expense Adjustment $ 161,448 
7 

Total Adjusted Test Year Income Tax Expense As Filed by Company - RBM-7 Col (A) Ln 27 

Total Adjusted Test Year Income Tax Expense Per RUCO RBM-7 Col (C) Ln 27 

$ 
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Schedule RBM-18 

Page 1 

COST OF CAPITAL 
-~ ~ ~_ - - ~ ~ _ _  _ - ~  -~ - _ _  _ .  - -~ - 

(A) (B) (C) (D) (E) (F) 
COMPANY RUCO WEIGHTED 

LINE AS RUCO AS CAPITAL COST 
NO. DESCRIPTION FILED ADJUSTMENTS ADJUSTED RATIO COST RATE 

1 Short-term Debt $ - $  - $  0.00% 0.00% 0.00% 

2 Long-term Debt $ 62,047,253 $ - $ 62,047.253 51.73% 6.36% 3.29% 

3 Common Equity $ 57,892,796 s - $ 57,892,796 48.27% 8.50% 4.10% 

4 TOTAL CAPITAL $ 119,940,049 $ - $ 119,940,049 100.00% 

5 COST OF CAPITAL 7.39% 

References: 
Columns (A) Thru (F): Testimony, WAR 
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Santa Cruz Water Company 
Schedule RBM-1 

Page 1 of 2 

REVENUE REQUIREMENT 

(A) (B) 
Company RUCO 

Line OC R BlFVR B OC R BlFVR B 
No. Description cost cost 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Fair Value Rate Base 

Adjusted Operating Income (Loss) 

Current Rate Of Return (L3 I L1) 

Required Operating Income (L9 X L1) 

Required Rate Of Return On Fair Value Rate Base 

Operating Income Deficiency (L7 - L3) 

Gross Revenue Conversion Factor (RBM-1, Pg 2) 

Increase In Gross Revenue Requirement (L1 1 X L13) 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L15 + L17) 

Required Percentage Increase In Revenue (L15 I L17) 

Rate Of Return On Common Equity 

$ 38,014,243 

$ 1,675,030 

4.41 % 

$ 3,341,452 

8.79% 

$ 1,666,422 

1.6371 

I $ 2.728.0531 

$ 10,463,460 

$ 13,191,513 

26.07% 

11 44% 

$ 33,994,203 

$ 1,666,872 

4.90% 

$ 2,537,188 

7.46% 

$ 870,315 

1.6709 

I $ 1,454,1791 

$ 10,463,460 

$ 11,917,639 

13.90% 

8.50% 

References: 
Column (A): Company Schedules A-1 and C-I 
Column (B): RUCO Schedule RBM-2, RBM-6 and RBM-10 
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GROSS REVENUE CONVERSION FACTOR I INCOME TAX CALCULATION 

Santa Cruz 
RBM-1 

Page 2 of 2 

LINE 
-2 DEfefflPnOt.4 

Calculation of Gross Revenue Conversion Factor: 
1 Revenue 
2 Uncolledble Factor 
3 Revenues (L1 - L2) 
4 
5 Subtotal (L3 - L4) 
6 

Combined Federal and State Income Tax and Property Tax Rate (U3) 

Revenue Conversion Factor (L1 I L5) 

CalwlaCon of Uncollecttible Factor 

Combined Federal and State Tax Rate (L17) 
One Minus Combined Income Tax Rate (L7 - L8) 

7 Unity 
8 
9 
10 Uncollectible Rate 
11 Uncollectible Factor(L9’LlO) 

Calculation of Effective Tax Rate; 
12 Operating Income Before Taxes (Arizona Taxable Income) 
13 Arizona State Income Tax Rate 
14 Federal Taxable Inmme (L12 - L13) 
15 Applicable Federal Income Tax Rate (Cot [C] L53) 
16 Effective Federal Income Tax Rate (L14 x L15) 
17 Combined Federal and State Income Tax Rate (L13 + L16) 

Calculation of Effective ProDertv Tax Factor 
18 Unity 
19 Combined Federal and State Income Tax Rate (Col. [B]. L17) 
20 One Minus Combined Income Tax Rate (L18-Ll9) 
21 Property Tax Factor (Sch. RBM-16. Col. [e]. L24) 
22 Effective Property Tax Factor ( D O  x L21) 
23 Combined Federal and State Income Tax and Property Tax Rate (Col. (B). L17 + U2)  

24 Required Operating Income (Sch. RBM-1. Col. (B) L7) 
25 Adjusted Test Year Operating Income (Loss) (Sch. RBM-1, Col (B) L3) 
26 Required Increase in Operating Income (L24 - U5) 
27 Income Taxes on Recommended Revenue (Col. [C]. L52) 
28 Income Taxes on Test Year Revenue (Col. (A), L52) 
29 Required Increase in Revenue to Provide for Income Taxes ( U 7  - U8) 

30 Recornmended Revenue Requirement (Sch. RBM-1. Col. (B). L30 
31 Uncollectible Rate (L10) 
32 Unmlliectible Expense on Recommended Revenue (L30 x L31) 
33 Adjusted Test Year Uncollectible Expense(Sch. RBM-8. Col. (K). L19) 
34 Required Increase in Revenue to Provide for Uncollectible Exp. (L32 - L33) 

35 Property Taxwith Recommended Revenue (Sch. RBM -8. Col. (K), U4)  
36 Property Tax on Test Year Revenue (Sch. RBM-16) 
37 Increase in Property Tax Due to Increase in Revenue (L35 - 36) 
38 Total Required Increase in Revenue (Col. [B]. U6 + U 9  + L34 + L37) 

Caiwlation of Income Tax 
39 Revenue (Sch.RBM-7 Col [C] L4 and C d  (D) L4 
40 Operating Expenses Excluding Income Taxes 
41 Synchronized Interest (Col. [C]. L57) 
42 Alizona Taxable Income (L39 - L40 - L41) 
43 Arizona State Income Tax Rate 
44 Arizona Income Tax (L42 x L43) 
45 Federal Taxable Income (L42 - L44) 
46 Federal Tax on First Income Bracket ($1 - $50.000) Q 15% 
47 Federal Tax on Second Income Bracket ($51.001 - $75,000) Q 25% 
48 Federal Tax on Third Income Bracket ($75,001 - $100,000) Q 34% 
49 Federal Tax on Fourth Inane Bracket ($1 00,001 - $335.000) @ 39% 
50 Federal Tax on Fiffh Income Bracket ($335.001 -$10,ooO,OOO) Q 34% 
51 Total Federal Income Tax 

52 Combined Federal and State Income Tax (L44 + L51) 

53 Applicable Federal Income Tax Rate [Col. IC]. L46 - Col. [A]. L461 I [Col. [C], L40 - col. [A]. L401 

100.oow% 
0.4326% 

99.5674% 
39.7181% 
59.8493% 
1.670864 

100.0000% 
38.2900% 
61.7100% 

0.00701 
0.4326% 

100.0oM)% 
6.5000% 

93.5000% 
34.00001 
31.7900% 

36.2900% 

100.oooo% 
38.2900% 
61.7100% 
2.3142% 

1.4281% 
P 39.7181% 

5 2.537.188 
1,666,872 

$ 870.315 

$ 817.864 
277.848 

540.016 

$ 11,917,639 
0.00701 

$ 83,553 
$ 73.358 

10,195 

$ 845.341 
61 1.688 

33.653 
$ 1,454,179 

Test RUCO 
Year Recommended 

0 10,463,460 S 1,454,179 $ 11,917.639 
$ 8,518.740 $ 8,562.587 
f 1,219,079 I 1,219,079 
s 725,642 f 2,135,973 

6.5000% 6.5000% 
$ 47,167 
I 678.475 
5 7,500 
5 6.250 
5 8.500 
$ 91,650 
$ 116.781 
$ 230.681 

5 138.838 
$ 1.997.135 
$ 7.500 
5 6.250 
$ 8.500 
$ 91,650 
f 565.126 
$ 679,026 

5 277.848 $ 817.864 

54 Svnchronized Interest Calculation 
55 RateBase 
56 Weighted Average Cost of Debt 
57 Synchronized Interest 

S 33,994,203 
3.59% 

$ 1.219.079 



Global Utilities 
Docket No. W-01212A-12-309 et al 
Test Year Ended December 31.201 1 

Santa Cnrz Water Company 
Schedule RBM-2 

Page 1 

SUMMARY OF ORIGINAL COST RATE BASE WITH RUCO ADJUSTMENTS 

(A) (B) (C) (D) (E) 
Company Adj No. 1 Adj No. 2 Adj No. 3 RUCO 

Line As Filed Post Test ClAC Related Non ClAC Related As Adjusted 
No. Description OCRBIRIRB Year Plant to ICFA's to ICFA's OCRBIFVRB 

1 Gross Utility Plant In Service $ 90,376,391 $ (291,762) $ 90,084,629 
2 
3 Accumulated Depredation 
4 
5 
6 
7 

Net Utility Plant In Service (L1 + L3) 

Advances In Aid Of Const. 

(19,047,719) 
$ 71,328,672 $ (291,762) $ 71,036,910 

(19,047,719) 

$ (33,414,961) $ (33,414,961) 

11 
12 Customer Meter Deposits 
13 
14 
15 
16 Unamortized Finance Charges 
17 
18 Deferred Regulatory Assets 
19 
20 Allowance For Working Capital 
21 

Deferred Income Taxes 8, Credits 

$ (1,193,499) $ 

$ 1,371.325 $ - $ 2,341.860 

$ - $  

$ - $  

5 - $  

8 Contribution In Aid Of Const. 5 (77.293) $ (7,387.598) 0 (7,464.891) 
9 Accumulated Amortization Of ClAC 1,317,459 $ 1,317,459 
10 NET ClAC (L8 + L9) $ (77,293) 5 - $ (6,070,139) $ (6,147,432) 

$ (1,193,499) 

$ 3.713.185 

$ 

$ 

$ 

22 
23 TOTAL RATE BASE (Sum L's 4.6,lO-20) $ 38,014.244 $ (291.762) $ (3,728.279) $ 33,994,203 

References: 
Column (A) Company Schedule E l  
Column (B) RBM-3 page 1 



Docket No. W-01212A-12-309 ET AL 
Test Year Ended December 31,201 1 
12-031 2 

Santa Cruz Water Company 
Schedule RBM-3 

Page 1 of 1 
RATE BASE ADJUSTMENT NO. 1 

RUCO POST TEST YEAR PLANT ADJUSTMENTS 

(A) (B) (C) (D) (E) (F) 

CO. FOIIOW upR5spon~e I I RUCO 1 
Date Const Included in Date Const Final Costs/ I Adjustment I 

Date Const est to be Rate Base Actually as of 
ComDleted lnltial Est Completed ~ March 31.2013 

1 Global Water - Santa Cruz 
2 Edison Rd Waterline Eki Aug2012 Aug2012 $ 300.742 Dec 2012 S 240.224 $ (300.742) 

$ 306,891 S 255,353 $ (291,762) 4 TOTALS- * "  

5 

3 RED WDC Chi Sys Replacbent Jan 2012 Jan 2012 6,149 April 2012 15.129 8,980 

6 Willow Valley Water Company 
7 W V R S C A D A - W C  
8 TOTALS 
9 
10 Water Utility of Greater Tonopah 
11 
12 West Phoenix 6 Fluoride 
13 
14 TOTALS 
15 
16 Valencia Water Company 
17 Bales Fill Line 
18 Buena Vista Fill Line 
19 Pima Road Waterline 
20 
21 SWVDC Optimization 
22 TOTALS 
23 
24 Global Water - Palo Verde Utilities 
25 Campus I WRF Ph 3 Exp 
26 PVUC In Pipe Odor Control 
27 PVUC Lagoon Clean Closure 
28 PVUCPEQB 
29 
30 PVUC WRF Headworks Rehab 
31 Sewer Manhole Rehab 
32 Edison Rd Sewer Ln Exl 
33 
34 
35 References: 

West Phoenix 6 Elec Upgrades 

WPE 6 Tank and Well Replacmt 

WVR SCADA Command Sta Imp 

SRW MH Rehab and LS Imp Ph I 

Oct 2012 

Nov 2012 
Nov 2012 
May 2012 

July 2012 
July 2012 
April 2012 
July 201 2 
June 2012 

Nov 2008 
Mar2012 

April 201 2 
April 2012 
Dec 201 0 
Sept 2012 
Oct 2012 
Aug 2012 

Oct2012 $ 80,436 Not Started $ (80.436r 
$ 80.436 $ (80,436) 

Dec2012 $ 3,076 Dee 2012 $ 3,501 $ (3,076) 
Dec 2012 8,625 Jan 2013 18,693 (8,625) 
June 2012 95.082 Dec 2012 128,934 (95,082) 

$ 106,783 $ 151,128 $ (106,783) 

12,027 S (78,750) July2012 $ 78,750 Inprogress $ 
July 2012 203,702 In Progress 20,004 (203,702) 
April 2012 182.563 Sept 2012 195,474 (182,563) 
July 2012 136,029 Jan 2013 21,962 (1 36,029) 
June 2012 71,526 Feb 201 3 48,565 (71,526) 

$ 672,570 $ 298,032 $ (672,570) 

June2012 $ 119,810 Dec 201 1 $ 119,810 $ 
June 2012 52,022 Nov 2012 57,397 Note (1) 
July 2012 406,949 Dec 2012 543,461 Note (1) 
July 2012 12,564 Dec 2012 48.475 Note (1) 
Feb 2012 6.408 Dec 2012 3,295 Note (1) 
Sept 2012 69,132 Dec 2012 84.155 Note (1) 
Oct 2012 66,509 Dec 2012 68.199 Note (1) 
Aug 2012 85,000 Dec 2012 110,734 Note(1) - 

$ 818,394 $ 1,035,526 0 

(52,022) 
(406,949) 
(1 2,564) 

(69.1 32) 
(66,509) 
(85,000) 

(698,584) 

(6,408) 

36 
37 
38 
39 
40 
41 

Columns (A), (B), (C) - Fleming Testimony pages 21 and 22. Company included in rate base. 
Columns (D), ( E ) - Company Response to RUCO Data Request No. 2.01 
NOTE (1): See Column (F) The costs for projects not completed and placed in service by June 30,2012, were adjusted and excluded 

from rate base by RUCO 



Docket No. W-01212A-12-309 ETAL 
Test Year Ended December 31,2011 
12-0312 

Santa CNZ Water Company 
Schedule REM-3 

Page 2 of 2 
RATE BASE ADJUSTMENT NO. 2 

RUCO POST TEST YEAR PLANT DEPRECIATION & AID ADJUSTMENTS 

6 Willow Valley Water Company 
7 W V R S C A D A - W C  
8 TOTALS 
9 
10 Water Utility of Greater Tonopah 
11 
12 West Phoenix 6 Fluoride 
13 
14 TOTALS 
15 
16 Valencia Water Company 
17 Bales Fill Line 
18 Buena Vista Fill Line 
19 Pima Road Waterline 
20 
21 SVWDC Optimization 
22 TOTALS 
23 
24 Global Water - Palo Verde Utilities 
25 Campus I WRF Ph 3 Exp 
26 PWC In Pipe Odor Conbal 
27 PWC Lagoon Clean Closure 
26 PWCPEQB 
29 
30 PWC WRF Headworks Rehab 
31 Sewer Manhole Rehab 
32 
33 
34 
35 References: 

West Phoenix 6 Elec Upgrades 

WPE 6 Tank and Well Replaant 

WVR SCADA Command Sta Imp 

SRW MH Rehab and LS Imp Ph I 

Edison Rd Sewer Ln Exf 

$ 80.436 Notstarted - $ (80,436) 
$ 80.436 - $ (80,436) $ 4,022 $ - $ (4,022) 

5 3,076 Dec2012 5 3,501 $ (3,076) 
8.625 Jan 2013 18,693 (8.625) 

95.082 Dec 2012 128.934 (95,082) 
$ 106.783 $ 151,126 S (106.783) $ 5.339 $ - $ (5.339) 

t 78,750 In Progress $ 12,027 $ (78,750) 
203,702 In Progress 20,004 (203,702) 
182.563 Sept2012 195,474 (1 82.563) 
136,029 Jan 2013 21,962 (1 36,029) 
71,526 Feb 2013 48,565 (71.526) 

$ 672.570 5 298.032 $ (672,570) 16 33,629 $ - $ (33,629) 

$ 119.810 DecZO11 $ 119,810 $ 
52.022 Nov 2012 57,397 (52,022) Note (1) 

406,949 Dec 2012 543,461 (406,949) 
12,564 Dec 2012 48.475 (12,564) 
6.408 Dec 201 2 3.295 (6.408) 

69,132 Dec2012 84.155 (69.132) 
66,509 Dec 2012 68,199 (66.509) 
85.000 Dec 2012 110,734 (85.000) 

$ 818.394 $ 1,035,526 I (698,584) $ 40,920 $ 5,991 $ (34.929) 

36 
37 

38 

39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 

Columns (A), (8). (C). (D) - See Sch RBM-2 
Columns ( E ) - Company Schedules and testimony of Mr. Bretl Higgabotham 

7 
Column (E) I Column (A) 

306.891 5.00% Depreciation allowance as calculated by Company 

Column (A) less Column (D) 5 306.891 . ,  
0 291,762 

$ 15,129 Test Year Plant as proposed by RUCO 

Depredation expense proposed by RUCO t 757 
Depreciation expense proposed by Company $ 15,345 
RUCO proposed depredation and AID adjustment 

related to Post Test Year Plant $ (14.588) - 
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Test Year Ended December 31,201 1 

Santa Cruz Water Company 
Schedule RBM-6 

Page 1 

SUMMARY OF ORIGINAL COST RATE BASE WITH COMPANY ADJUSTMENTS 

__- 
(A) (B) (C) (D) (E) 

Actual Adjust No. 1 Adjust No. 2 Adjust No. 3 Test Year 
Line Test Year Post Test BLANK BLANK Adjusted 
No. Description OCRBlNRB Year Plant OCRB/NRB 

90,069,499 $ 306,892 $ - $  - $ 90,376,391 1 Gross Utility Plant In Service 

2 Accumulated Depreciation 
3 

4 

Net Utility Plant In Service (L1 + L2) 

Advances In Aid Of Const. 

5 Contribution In Aid Of Const. 
6 Accumulated Amortization Of ClAC 
7 NET ClAC (L5 + L6) 

8 Customer Meter Deposits 

9 

10 Unamortized Finance Charges 

11 Deferred Regulatoty Assets 

12 Allowance For Working Capital 

Deferred Income Taxes & Credits 

13 TOTAL RATE BASE (Sum L's 3,4,7,8 Thru 12) 

(19,047,719) (1 9,047,719) 
$ 71,021,780 $ 306,892 $ - $  - $ 71,328,672 

$ (33,414,961) $ - $  - $  - $ (33,414,961) 

$ (26,299,864) $ - $ 20,152,432 $ 6,070,139 $ (77,293) 

$ (26,299,864) $ - $ 20,152,432 $ 6,070,139 $ (77,293) 

$ (1,193,499) $ - $  - $  - $ (1,193,499) 

$ 11,487,555 $ - $ (7,774,472) $ (2,341,758) $ 1,371,325 

$ - $  - $  - $  - $  

$ - $  - $  - $  - $  

$ - $  - $  - $  - $  

$ 21,601,011 $ 306,892 $ 12,377,960 $ 3,728,381 $ 38,014,244 

References: 
Column (A): Company Schedule B-1 
Column (B); Company Schedule B-2-1 
Column (E); Columns (A) through (D) 
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Santa Cruz Water Company 
Schedule RBMJ 

Page 1 

SUMMARY OPERATING INCOME WITH RUCO ADJUSTMENTS 

(A) (B) 0 PT- - - -7 t ,  
Actual RUCO RUCO RUCO RUCO 

Line Test Year as Test Year' Test Year As ProDosed As 
No. Description Filed Adjustments Adjusted Changes Recommended 

Revenues: 
1 461 Metered Water Revenues 
2 460 Unmetered Water Revenues 
3 474 Other Water Revenues 
4 TOTAL OPERATING REVENUE 

5 
6 
7 
8 
9 
10 
11 
12 

13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

Operating Expenses: 
601 
610 Purchased Water 
61 5 Purchased Power 
618 Chemicals 
620 Materials And Supplies 
621 Office Supplies and Expense 
630 Outside Services 
635 Contractural Services -Testing 
636 Contractural Services - Other 
641 
650 Transportation Expenses 
657 Insurance - General Liability 
659 Insurance - Other 
666 
670 Bad Debt Expense 
675 Miscellaneous Expense 
403 Depreciation Expense 
403 
408 Taxes Other than Income 
408.1 
409 Income Taxes 

Salaries And Wages - Employees 

Rental of Building I Real Property 

Regulatory Comm. Exp. - Rate Case 

Depreciation Expense - ClAC Amort. 

Taxes Other that Income - Property 

29 Total Operating Expenses 

30 Operating Income (Loss) 

$ 10,083,750 $ - $ 10,083,750 $ 1,454,179 $ 11,537,929 

379,710 379,710 379,710 
$ 10,463,460 $ - $ 10,463,460 $ 1,454,179 $ 11,917,639 

$ 1,268,835 (142,858) $ 1,125,977 $ - $ 1,125,977 

768,901 768.901 768.901 
53,341 53,341 53,341 
47,783 47,783 47,783 
90,035 90,035 90,035 

1,053,640 1,053,640 1,053,640 
32,871 32,871 32,871 

121,973 
67,733 
74,487 
26,232 

105,801 
53,925 

373,190 
3,617,417 

(3,770) 
40,010 

897,129 
98,898 

(53,558) 
19,433 

(194,371) 
14,588 

271,414 

(85,441) 
178,950 

121,973 
67,733 
74,487 
26,232 
52,243 
73.358 

178,819 
3,632,005 

267,644 
40,010 

81 1,688 
277,848 

10,195 

33,653 
540,016 

121,973 
67,733 
74,487 
26,232 
52,243 
83,553 

178,819 
3,632,005 

267,644 
40,010 

845,341 
817,864 

$ 8,788,431 $ 8.157 $ 8,796,588 $ 583,864 $ 9,380,451 

$ 1,675,029 

References: 
Column (A): Company Schedule C-1 
Column (B): RBM-8, Columns (B) Thru (J) 
Column (C): Column (A) + Column (B) 
Column (D): Sch. RBM-1, Column (B), LE: Sch RBM-1 page 2 L52 
Column (E): Column (C) + Column (D) 

$ 1,666,872 $ 2.537,188 
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Santa Cruz Water Company 
Schedule RBM-10 

Page 1 

I Global Utilities 
Docket No. SW-20445A-12-0309 et ai 
Test Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT NO. 1 
RATE CASE EXPENSE 

(A) 
____- -_________ 

(6) (C) 
I 

Line COMPANY RUCO RUCO 
I AS FILED ADJUSTMENT AS ADJUSTED No. DESCRIPTION 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 
30 
31 
32 
33 
34 
35 
36 
37 

Rate Case Expense Total for Global Water $ 787,174 $ (368,174) $ 419,000 

Allocation Factor (L31) 37.41% 

Santa Cruz Water Company $ 156,730 

Amortization Period - 3 years 3 

RUCO Adjusted Rate Case Expense (L5 I L7) $ 52,243.23 

Company Amortized Rate Case Expense for Santa Cruz as Filed ( Sch. C-2.2) $ 105,801 

RUCO Pro Forma Rate Case Expense (L9 - L11) $ (53,558) 

RUCO Adjustment $ (53,558) 

RUCOs Rate Case Expense Adjustment Calculation: 
Decision No. 71878, dated September 15, 2010, approved amount 
$400,000 forGlobal Water. $ 400,000 

Inflation factor from October 1,2010 to July 1,2012 
Per Consumer Price Index 

Reasonable Amount of Rate Case Expense based on 
Decision No. 71878. 

4.75% 

$ 419,000 

RUCO Adjustment (Col. (B) Ln 27 - Col. (A) L 1) $ (368,174) 

Companv 
Operatinq Amortized Adjustment bv 

Allocation Factor Based on Svstem Revenue Revenue %tofTotal Amt. Svstem 

Willow Valley Water Company 71 7,230 2.51% 9,923 

Valencia of Greater Buckeye Water Utility 479,427 1.68% 4,142 (1,802) 
Water Utility of Northern Scottsdale 151,196 0.53% 502 236 

Total System Revenud and Percentages $ 28,620,876 100.00% $262,391 $ (1 22,724) 

Water Utility of Greater Tonopah 214,736 0.75% 2,140 (1,092) 

References: 
Column (A) Company Schedules C-2.2 
Column (B) CPI Information from Inflation.com 

http://Inflation.com
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Schedule RBM-12 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 3 
CALCULATION OF DEPRECIATION EXPENSE 

(A) (8)  (C) (D) (E) (F) Company (G) 

Plant M-epurteb--- 
___ 

Line Acd Prior Dec Balance Other Disposals Depreciation Depreciation 
No. No Account Description Dep Rate 12/31/2010 Additions Costs Expense Expense 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 

303 
304 

306 
307 
308 
309 
31 0 
31 1 
320 

330.1 
331 
333 
334 
335 
336 
339 
340 

340.1 
341 
342 
343 
344 
345 
346 
347 
348 

390.1 
396 

Land and Land Rights 
Strudures and Improvements 
Collecting and impounding Reservoirs 
Lake, River and Other Intakes 
Wells and Springs 
Infiltration Galleries 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Equipment 
Distribution Reservoirs and Standpipes 
Transmission and Distribution Mains 
Services 
Meters and Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
Dffice Furniture And Equipment 
Computers and SoRware 
Transportation Equipment 
Stores Equipment 
Tools, Shop And Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Equipment 
Computer Hardware 
SCADA 

Calculated Depreciation Expense 

0.00% 
3.33% 
2.50% 
2.50% 
3.33% 
6.67% 
2.00% 
5.00% 
12.50% 
3.33% 
2.22% 
2.00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 
33.33% 
20.00% 
4.00% 
5.00% 
10.00% 
5.00% 
10.00% 
10.00% 
10.00% 
33.33% 
33.33% 

$ 45,508 
$ 9,564,365 

1 .855 
$ 3,708.260 

$ 2,184,243 
$ 324,152 
$ 6,646,169 
$ 12,554 
$ 1,373,591 
$ 44,370.337 
$ 4,645,137 
$ 3,737,686 
$ 4,315,994 
$ 11,662 
$ 722,621 
$ 508,378 
$ 52,996 
$ 576,093 

$ 70,383 
$ 103,063 
$ 60,372 
$ 616,104 
$ 82,937 
$ 5,141,673 

17.338 
1,739 

751,217 

156,531 
803 

136,373 
14,541 
4,683 

26,246 
303 

60,669 

3,462 
1,488 

(3.096) 
9.102 

1.742 

13,609 
2,290 

11,131 

318,522 

46 
135,993 

45,250 
16.228 

839.295 
660 

30.546 
667,669 
154,688 
313.647 
86,205 

894 
48.246 
33,909 
17,147 

116,129 

3,563 
10,306 
3,019 

62,291 
8.408 

514,167 

1,855 

$ 3,648.703 $ 

319,091 

136,019 

45,299 
21,311 

770,239 
1.850 

45,791 
863,922 
154,710 
325,467 
86.300 

954 
16,524 
23,957 
98,655 
54,349 

3,569 
10,396 
3.018 

76,005 
9,145 

512,957 

2.545 

3,602,073 

Company Reported Depreciation Expense $ 3,602,073 

Adjustment for Post Test Yr. Plant Depreciation 
RUCO Adjusted Test Year Depreciation Expense 

References: 
Column A : Order 71878 
Column 8 : RUCO Schedule RBM5.4 
Column C, D. E : RUCO DR 1.14 
Column F : (Ax B)+((C:E) *A*.5)) 
Column (G) Depreciation Expense as Reported by Company 
Line 34: Company Schedule 82.1 and RUCO Schedule REM 3.2 

14.588 
3,616,661 

NOTE: (1) Company calculated depreciation expense on an asset by asset basis and 
when an item is fully depreciated no additional depreciation expense is calculated. 
Therefore, RUCO accepted Company's calculation. 
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Schedule RMB-13 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 4 
BAD DEBT EXPENSE _____ -~ 

(A) (B) (C) (D) (E) 
COMPANY 

Line BAD DEBT ADJUSTMENT, COMPANY BAD DEBT ADJUSTMENT 
COMPANY TEST YEAR ACTUAL RUCO 

No. System EXPENSE REVENUE CHG. AS FILED WRITE-OFF (D - C) 

I Valencia Town $ 30,899 $ (1) $ 30,898 $ 24,472 $ (6,426) 
2 
3 Palo Verde 72,207 10,729 82,936 71,312 (11,624) 
4 
5 Greater Tonopah 4,930 (1 61 1 4,769 3,751 (1,018) 
6 
7 Valencia Greater Buckeye 11,720 (425) 11,295 4,805 (6,490) 
8 
9 
10 
11 Willow Valley 8,422 
12 
13 Northern Scottsdale 

(171) 8.251 4,430 (3,821) 

2,281 2,281 
14 
15 $ 183,352 $ 8,722 $ 192,074 $ 184,409 $ (7,665) 

References: 
Column (A) & (C) Company Schedules C-2 
Column (B) Company Schedule C-2.11 
Column (D) RUCO Data Request 3.01 
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OPERATING INCOME ADJUSTMENT N0.5 
PERSONNEL EXPENSE 

Santa Cruz Water Company 
Schedule RBM-14 

Page 1 

( 4  (B) (C) 
COMPANY 

Line Acct SELECTED RUCO RUCO 
No. Expense No. EXPENSES ADJUSTMENT AS ADJUSTED 

1 Overtime Hours 
2 
3 Bonuses Operations 
4 
5 Deferred Compensation 
6 
7 Employee Hiring & Moving 

80101 $ 95,796 $ (47,898) $ 47,898 

801 07 1,160 (580) 580 

80500 293,306 (293,306) 

80901 80,264 (40,132) 40,132 
8 
9 Total $ 470,526 $ (381,916) $ 88,610 
10 
11 Allocation Factor (L23) 37.406% 
12 
13 Santa Cruz Water Company Allocation $ (142,858) 
14 
15 Personnel Expense as Filed $ 1,268,835 
16 
17 RUCO Pro Forma Expense (L15 + L13) $ 1,125,977 
18 

$ (142,858) 19 RUCO Adjustment (L17-L15) 
20 

21 Allocation Factor Based on Test Year Revenue ODeratina Revenue Percent of Total Svstem 
Adiustment bv 

11 411 932 

24 Valencia Town Water Company 4,940,530 17.262% (65,926) 
25 Willow Valley Water Company 
26 Water Utility of Greater Tonopah 
27 Valencia of Greater Buckeye Water Utility 
28 Water Utility of Northern Scottsdale 
29 Total Revenue Percentages 

71 7,230 2.506% (9,571) 
214,736 0.750% (2,865) 
479,427 1.675% (6,397) 
1 51,196 0.528% (2,018) 

28,620,876 100.00% $ (381,916) 

References: 
Column (A) - RUCO DR 1.08 
Column (C) - Company Schedules C-2 
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Global Utilities 
Docket No. W-01212A-12-309 et al 
Test Year Ended December 31,201 1 
12-0314 

OPERATING INCOME ADJUSTMENT NO. 7 
PROPERTY TAXES 

Santa Cruz 
Schedule RBM-16 

Page 1 

LINE 
NO. 

1 
2 
3 
4a 
4b 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

Propertv Tax Calculation 

Adjusted Test Year Revenues 
Multiplied by 2 
Subtotal (L1 X L2) 
Adjusted Test Year Revenues 
Recommended Revenue, Per Schedule 
Subtotal (L3 + L4a) 
Number of Years 
Three Year Average (L5 I L6) 
Department of Revenue Mutilplier 
Revenue Base Value (L7 X L8) 
Plus: 10% of CWlP Per Company Schedule E 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + L10 - L11) 
Assessment Ratio 
Assessed Value (L12 'L13) 
Composite Property Tax Rate 

RUCO Adjusted Test Year Property Tax Expense (L14 * L15) 
Company Adjusted Test Year Property Tax (Per Company C-1 Schedule) 

RUCO Test Year Adjustment (L16L17) 
Property Tax - RUCO Recommended Revenue (L14 * L15) 
RUCO Test Year Adjusted Property Tax Expense (L16) 
Increase/(Decrease) to Property Tax Expense 

Increase/(Decrease) to Property Tax Expense 
Increase in Revenue Requirement 
Increase /(Decrease) to Property Tax per Dollar Increase in Revenue (L22 I L23) 

RUCO 
AS ADJUSTED 

$ 10,463,460 
2 

$ 20,926,920 
10,463,460 

$ 31,390,360 
3 

$ 10,463,460 
2 

$ 20,926,920 
2.492.608 

36,699 
$ 23.382,828 

19.0% 
0 4,442,737 

18.2700% 

$ 81 1,688 
897.129 

RUCO 
RECOMMENDED 

$ 10,463,460 
2 

$ 20,926,920 

11,917,639 
$ 32,844,559 

3 
$ 10,948,166 

2 
5 21,896,373 

2,492,606 
36,699 

$ 24,352,281 
19.0% 

$ 4,626,933 
18.2700% 

$ (85.441) 
8 845,341 

81 1,688 
$ 33,653 

$ 33,653 
1,454,179 
0.023142 



Santa Cruz Water Company 

Page 1 
RBM-17 

Global Utilities 
Docket No. W-01212A-12-309 et a1 
Test Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT NO. 8 
ADJUSTED TEST YEAR INCOME TAX EXPENSE 

_ _  Line _ _  
No Description Amount 
1 
2 98,898 
3 
4 277,848 
5 
6 RUCO Adjusted Test Year Income Tax Expense Adjustment $ 178,950 

Total Adjusted Test Year Income Tax Exp. As Filed by Company (RBM-8 Col (A) Ln 25) 

Total Adjusted Test Year Income Tax Expense Per RUCO (RBM-1(2), Col (A) Ln 52 

$ 



Global Utilities 
Docket No. W-0121214-12-309 et ai 
Test Year Ended December 31,201 1 

Santa Cruz Water Company 
Schedule RBM-18 

Page 1 

COST OF CAPITAL 
_. _ _ ~ - -  _____ _____ _ _ _ _ - ~  

(A) (B) (C) (D) (E) (F) 
COMPANY RUCO WEIGHTED 

LINE AS RUCO AS CAPITAL COST 
NO. DESCRIPTION FILED ADJUSTMENTS ADJUSTED RATIO COST RATE 

1 Short-term Debt 5 - $  - $  0.00% 0.00% 0.00% 

2 Long-term Debt $ 50,745,824 $ - $ 50,745,824 54.50% 6.58% 3.59% 

3 Common Equity $ 42,364.815 $ - $ 42,364,a15 45.50% 8.50% 3.87% 

4 TOTAL CAPITAL $ 93,110,639 $ - $ 93,110,639 100.00% 

5 COST OF CAPITAL 7.46% 

References: 
Columns (A) Thru (F): Testimony, WAR 



Global Utilities 
Docket No. W-20445A-12-0309 et al 
Test Year Ended December 31.201 1 

Valencia Water Company, Inc. - Town Division 

TABLE OF CONTENTS TO RBM SCHEDULES 

SCH. 
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RBM-7 
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RBM-16 

RBM-17 
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PAGE 
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1 0 f 2  
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1 

l O f 2  

2 Of 2 

1 

1 

1 

1 

1 

1 

TITLE 

REVENUE REQUIREMENT 

GROSS REVENUE CONVERSION FACTOR I INCOME TAX CALCULATION 

SUMMARY OF ORIGINAL COST RATE BASE WITH RUCO ADJUSTMENTS 

RATE BASE ADJUSTMENT NO. 1 - POST TEST YEAR PLANT WITH RUCO ADJUSTMENTS 

RATE BASE ADJUSTMENT NO. 2 - ACCUMULATED DEPRECIATION 

INTENTIONALLY LEFT BLANK 

COMPANY PLANT BALANCES SINCE LAST RATE CASE 

SUMMARY ORIGINAL COST RATE BASE WITH COMPANY ADJUSTMENTS 

SUMMARY OPERATING INCOME WlTH RUCO ADJUSTMENTS 

DETAIL OF OPERATING INCOME WITH RUCO ADJUSTMENTS 

DETAIL OF OPERATING INCOME WITH COMPANY ADJUSTMENTS 

OPERATING INCOME ADJUSTMENT NO. 1 - RATE CASE EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 2 - PURCHASED POWER EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 3 - DEPRECIATION EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 4 - BAD DEBT EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 5 - PERSONNEL EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 6 - MISCELLANEOUS EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 7 - PROPERTY TAX EXPENSE 

OPERATING INCOME ADJUSTMENT NO, 8 -ADJUSTED TEST YEAR INCOME TAX EXPENSE 

COST OF CAPITAL 



Global Utilities 
Docket No. W-20445A-12-0309 et al 
Test Year Ended December 31,201 1 

Valencia Water Company, Inc. - Town Division 
Schedule RBM-1 

Page 1 of 2 

REVENUE REQUIREMENT 

(4 (B) 
Company RUCO 

No. Description cost cost 
Line OCRBlFVRB OCRBlFVRB 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Fair Value Rate Base 

Adjusted Operating Income (Loss) 

Current Rate Of Return (L2 I L1) 

Required Operating Income (L5 X L1) 

Required Rate Of Return On Fair Value Rate Base 

Operating Income Deficiency (L4 - L2) 
Gross Revenue Conversion Factor (RLM-1, Pg 2) 

Increase In Gross Revenue Requirement (L7 X L6) 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L8 + L9) 

Required Percentage Increase In Revenue (L8 I L9) 

Rate Of Return On Common Equity 

$ 2,323,476 

$ (263,809) 

-1 1.35% 

$ 238,621 

10.27% 

$ 502,430 

1.6389 

I $  823.425 1 

$ 4,940,316 

$ 5,763,741 

16.67% 

11.44% 

$ 1,650,906 

$ 14,305 

0.87% 

$ 130,642 

7.91% 

$ 116,337 

1.5169 

I $  176,472 I 
$ 4,924,303 

$ 5,100,775 

3.58% 

8.50% 

References: 
Column (A): Company Schedules A-1 and C-1 
Column (B): RUCO Schedule RBM-2, RBM-6 and RBM-10 



Global Utilities 
Docket No. W-20445A-120309 et al 
Test Year Ended December 31,201 1 

Valencia Water Company, Inc. - Town Division 
RBM-1 

Page 2 of 2 

GROSS REVENUE CONVERSION FACTOR/ INCOME TAX CALCULATION 

LINE 
QtSCRIPflON 

- m [AI Isl Icl 

Calculation of Gross Revenue Conversion Fadw: 
1 Revenue 
2 Uncolledble Factor 
3 Revenues (L1 - U) 
4 

6 

Combined Federal and State Income Tax and Property Tax Rate (U3) 

Revenue Converslon Factor (Ll / L5) 

Galculation of UncoAedtible Factor: 
7 Unity 
6 Combined Federal and State Tax Rate (L17) 
9 One Minus Combined Income Tax Rate (L7 - L8) 
10 Uncollectible Rate 
11 Undledible Factor (L9 ' L10) 

5 SUbtOtal(W-L4) 

Calculation of Effedive Tax Rate: 
12 Operating Income Before Taxes (Arizona Taxable Income) 
13 Arizona State Income Tax Rate 
14 Federal Taxable Income (L12 - L13) 
15 Applicable Federal Income Tax Rate (Col [C] L53) 
16 Effecthre Federal Income Tax Rate (L14 x L15) 
17 Combined Federal and State Income Tax Rate (L13 + L16) 

Calculation of Effective ProDertv Tax Factor 
18 Unity 
19 Combined Federal and State l n m  Tax Rate (Cd. PI. L17) 
20 One Minus Combined Income Tax Rate (LlEL19) 
21 Property Tax Factor (Sch. RBM-16, Col. [B]. L24) 
22 Effective Property Tax Factor ( K O  x L21) 
23 Combined Federal and State Income Tax and Property Tax Rate (&I. (6). L17 + L22) 

24 Required Operating Income (Sch. RBM-1. Cd. (6) L7) 
25 Adjusted Test Year Operating Income (Loss) (Sch. REM-1, Col(B) L3) 
26 Required Increase in Operating Income (L24 ~ L25) 

27 Income Taxes on Recommended Revenue (Col. IC], L52) 
28 Income Taxes on Test Year Revenue (Col. (A). L52) 
29 Required Increase in Revenue to Provide for Income Taxes (U7 - U6) 

30 Recommended Revenue Requkemenl (Sch. RBM-1. Col. (6). L30 
31 Uncollectible Rate (L10) 
32 Uncollledible Expense on Remmmended Revenue (L30 x L31) 
33 Adjusted Test Year Uncollectible Expense(Sch. RBMB. Col. (0. L31) 
34 Required Increase in Revenue to Provide fw Uncollectible Exp. (L32 - L33) 

35 Pmperty Tax with Recommended Revenue (Sch. RBM 8. Col. (K). L36) 
36 Property Tax on Test Year Revenue (Sch. RBMB. Cd. (Q). L32) 
37 Increase in Property Tax Due to Increase in Revenue (L35 - 36) 
38 Total Required I m s e  in Revenue (Col. [B]. L26 + L29 + L34 + L37) 

Calculafion of /mme Tax; 
39 Revenue (Sch.RBM-7 Col [C] L4 and Col (D) L4 
40 Operating Expenses Exduding Income Taxes 
41 SynchrOnUed Interest (Col. IC]. L57) 
42 Atizona Taxable Income (L39 - L40 - L41) 
43 Arkma State Income Tax Rate 
44 Arizona Income Tax (L42 x L43) 
45 Federal Taxabb Income (L42 - L44) 
46 Federal Tax on First l n m  Bracket ($1 - 550,ooO) 6 15% 
47 Federal Tax on Second lnwme Bracket ($51.001 - 575,000) @ 25% 
48 Federal Tax on Third Income Bracket ($75.001 - SlOO.Oo0) @ 34% 
49 Federal Tax on Fwrth lnmme Bracket ($1 00.001- $335.000) 0 39% 
50 Federal Tax on Fifth Income Brad& ($335.001 - S i  O,ooO.000) @ 34% 
51 Total Federal Income Tax 
52 Combined Federal and State Inwme Tax (L44 + L51) 

53 Applicable Federal ICCCWIE Tax Rate [Cd. IC], L46 - a. [AI. L46]/ [a. [C]. L40 - Col. [A], L401 

100.ooOo% 
0.3348% 

99.6652% 
33.741 3% 
65.9239% 
1.516900 

lW.wOo% 
32.6407% 
67.3593% 

0.00497 
0.33475% 

1 0 0 . ~ %  
6.5000% 

93.5000% 
27.9580% 
26.1407% 

32.6407% 

100.00009C 
32.6407% 
67.3593% 

1.6340% 
1.1007% 

33.7413% 

s 130.642 
14,305 

S 116,337 

5 53.906 
(2,468) 

56.374 

s 5.1 00.775 
0.00497 

5 25,349 
s 24,472 

677 

s 249,714 
246,630 

2.884 
$ 176,472 

Test RUCO 
Year Recommended 

$ 4,924,303 $ 176.472 5 5.100.775 
s 4,912,466 $ 4,916,227 
s 20.097 
s (8,260) 

6.5000% 

s 
s 
$ 
$ 
$ (1,931)- 
5 (2,468) 

s 20,097 
5 164,451 

6.5000% 
s 10,669 
$ 153,762 
$ 7.500 
s 6.250 
$ 8.500 
5 20.967 
5 
$ 43,217 
s 53.906 

27.9580% 

54 Svnchronized Interest Calculation 
55 Rate Base 
56 Weiohted Averaae Cost of Debt 
57 

5 1,650.906 
1.22% 



Global Utilities 
Docket No. W-20445A-12-0309 et al 
Test Year Ended December 31.201 1 

Valencia Water Company - Town Division 
Schedule REM-2 

Page 1 

SUMMARY OF ORIGINAL COST RATE BASE WITH RUCO ADJUSTMENTS 

(A) (B) (C) (D) (C) 
Company Adj NO. 1 Ad1 NO. 2 AdJ NO. 3 uco 

Line As Filed Post Test Accumulated BLANK As Adjusted 
No. Description OCRBFVRB Year Plant Depreciation OCRBIFVRB 
1 Gross U t i l i  Plant In Service $ 53,624,734 S (672,570) $ $ 52.952,l 64 

2 
3 

4 

5 
6 
7 

8 

9 

10 

11 

12 

13 

Accumulated Depredation (9.41 9,952) (9,419.952r 
Net Utility Plant In Service (LI + L2) $ 44,204,762 $ ( 672,570) $ $ 43.532.212 - 

Advances In Aid Of Const. $ (39,299,151) $ (39,299,151) 

Contribution In Aid Of Const. $ (1,587,941) 5 (I ,587,941) 

NET ClAC (L5 + L6) 5 (1,587,941) $ (1,587,941) 
Accumulated Amorlization Of ClAC 

Customer Meter Deposits 

Defermi Income Taxes 8 Credits 

Unamortized Finance Charges 

Deferred Regulatory Assets $ 5 

Allowance For Working Capital $ S 

TOTAL RATE BASE (Sum L's 3,4,7,8 Thru 12) 1,650,906 

References: 
Column (A) Company Schedule 5 1  
Column (B): RBM-3, Columns (B) Thru (G) 
Column (C): Column (A) + Column (B) 
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Docket No. W-01212A-12-309 ET AL 
Test Year Ended December 31,201 1 

Valencia Water Company, Inc. - Town Division 
Schedule REM-3 

Page 2 of 2 
RUCO POST TEST YEAR PLANT DEPRECIATION 6 AID ADJUSTMENTS 

(A) (B) (C) (D) (E) (F) (G) 
Company 
Initial Filing Company 
Included in Date Const Final CosW RUCO Company RUCO RUCO 

Initial Est Completed March 31,2013 PTY Plant Depredation Depredation Depre 8 AID 
>--A@stow r:alnllatad 

$ 300,742 Dec2012 $ 240,224 5 (300.742) 

$ 306.891 $ 255,353 $ (291,762) $ 15,345 $ 757 $ (14.588) 
6,149 Ap ril2012 15,129 8,980 

$ 80.436 Notstarted - $ (80.436) 
5 80,436 - 5 (80,436) 5 4,022 $ - $ (4,022) 

$ 3,076 De2012 5 3,501 $ (3,076) 
8.625 Jan 2013 18.693 (8.625) 

95.082 Dec2012 128.934 (95,082) 
$ 106.783 5 151.128 S (106.783) S 5,339 $ - $ (5.339) 

1 Global Water - Santa Cruz 
2 Edison Rd Waterline Exi 
3 
4 TOTALS 
5 
6 Willow Valley Water Company 
7 WVRSCADA-WVWC 
8 TOTALS 
9 
10 Water Utilky of Graater Tonopah 
11 
12 West Phoenbc 6 Fluoride 
13 
14 TOTALS 

RED WDC Chl Sp Replacement 

West Phoenix 6 Elec Upgrades 

WPE 6 Tank and Well Replaant 

24 Global Water - Palo Verde Utilities 
25 Campus I WRF Ph 3 Exp 
26 PWC In Pipe Odor Conbd 
27 PWC Lagwn Clean Closure 
28 PWCPEQB 
29 
30 PWC WRF Headworks Rehab 
31 Sewer Manhole Rehab 
32 
33 

SRW MH Rehab and LS Imp Ph I 

Edison Rd Sewer Ln E d  

$ 119.810 Dec2011 $ 119,810 $ 
52,022 Nov 2012 57,397 (52,022) 

406,949 Dec 2012 543,461 (406.949) 
12,564 Dec2012 48,475 (12.564) 
6.408 Dec2012 3,295 (6.408) 

69,132 Dec2012 84,155 (69.132) 
66,509 Dec2012 68.199 (66.m) 
85.OOO Dec2012 110.734 (85.000) 

5 818.394 $ 1,035,526 $ (698,584) $ 40,920 S 5.991 $ (34.929) 
34 
35 References: 
36 
37 

38 

39 
40 672,570 5.00% Depredation allowance as calculated by Company 
41 
42 Column (A) less Column (D) $ 672,570 

Columns (A), (B), (C), (D) - See Sch RBM-3 page 1 
Columns ( E ) - Company Schedules and testimony of Mr. Brett Higgabotham 

NOTF (1): RUCO DeweCiation and AID adiustment calculated as follows: 

Column (E) I Column (A) 

$ 672,570 
s - 5  - Test Year Plant as proposed by RUCO 

43 
44 
45 

47 Depredation expense proposed by Company $ 33,629 
48 
49 RUCO proposed depreciation adjustment $ (33.629) AID adjustment not required. See Note 1 

46 Depreciation expense proposed by RUCO 5 

NOTE 1 
An adjustment would have been made reducing Accumulated Depreciation by $33,629. When reviewing the post test year accounting entries, and 
adjustment was made recognhing Depredation Expense. however, no mrrecponding enby was made for AID. No adjustment is required to AID. 
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Willow Valley Water Co., Inc. 

Page 1 
RBM-4 

INTENTIONALLY LEFT BLANK 





Global Utilities 
Docket No. W-20445A-12-0309 et al 
Test Year Ended December 31,201 1 

I 
Line Test Year Post Test BLANK BLANK Adjusted 
No. Description OCRB/WRB Year Plant OCRBIFVRB 

I 52,952,163 $ 672,571 $ - $  - $ 53,624,734 - 
1 Gross Utility Plant In Service 

Valencia Water Company, Inc. - Town Division 
Schedule RBM-6 

Page 1 

SUMMARY OF ORIGINAL COST RATE BASE WITH COMPANY ADJUSTMENTS 

(4 (B) (C) (D) (E) 
Actual Adjust No. 1 Adjust No. 2 Adjust No. 3 Test Year 

2 Accumulated Depreciation 
3 

4 

5 

Net Utility Plant In Service (Ll + L2) 

Advances In Aid Of Const. 

Contribution In Aid Of Const 

(9,419,952) (9,419,952) 
$ 43,532,211 $ 672,571 $ - $  - $ 44,204,782 

- $ (39,299,151) 

- $ (1,587,941) 

7 NET ClAC (L5 + L6) $ (1,587,941) $ - $  - $  - $ (1,587,941) 

$ (39,299.151) 8 - $  - $  

$ (1,587,941) $ - 6  - $  
6 Accumulated Amortization Of ClAC 

8 Customer Meter Deposits 

9 Deferred Income Taxes & Credits 

10 Unamortized Finance Charges 

1 I Deferred Regulatory Assets 

12 Allowance For Working Capital 

$ (395.015) $ - $  - $  - $ (395,015) 

$ (599,199) $ - $  - $  - $ (599,199) 

13 TOTAL RATE BASE (Sum L's 3,4,7,8 Thru 12) $ 1,650,905 $ 672,571 $ - $  - $ 2,323,476 

References: 
Column (A): Company Schedule 6-1 
Column (B); Company Schedule 52-1 
Column (E); Columns (A) through (D) 



Global Utilities 
Docket No. W-20445A-12-0309 et al 
Test Year Ended December 31,201 1 

Valencia Water Company, Inc. - Town Division 
Schedule R B M J  

Page 1 

SUMMARY OPERATING INCOME WITH RUCO ADJUSTMENTS 

- I F - -  r (W W) (t) 

Line Test Year as Test Year Test Year As Proposed As 
Actual RUCO RUCO RUCO RUCO 

No. Description Filed Adjustments Adjusted Changes Recommended 
Revenues: 

1 461 Metered Water Revenues $ 4,787,361 $ - $ 4,787,361 $ 176,472 $ 4,963,833 
2 460 Unmetered Water Revenues 
3 474 Other Water Revenues 136,942 136,942 136.942 
4 TOTAL OPERATING RNENUE $ 4,924,303 $ - $ 4,924,303 $ 176,472 $ 5,100,775 

5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 

30 

Operating Expenses: 
601 
61 0 Purchased Water 
615 Purchased Power 
618 Chemicals 
620 Materials And Supplies 
621 Oftice Supplies and Expense 
630 Outside Services 
635 Contractural Services -Testing 
641 
650 Transportation Expenses 
657 Insurance - General Liability 
659 Insurance - Other 
666 
670 Bad Debt Expense 
675 Miscellaneous Expense 
403 Depreciation Expense 
403 
408 Taxes Other than Income 
408.1 
409 Income Taxes 

Salaries And Wages - Employees 

Rental of Building I Real Property 

Regulatory Comm. Exp. - Rate Case 

Depreciation Expense - ClAC Amort. 

Taxes Other that Income - Property 

Total Operating Expenses 

Operating Income (Loss) 

$ 893,501 
269 

464,075 
33,613 
79,398 
62,865 

531,316 
14,571 
43,412 
88,775 
33,142 
5,460 

35.298 
30,898 
79,463 

2,832.046 
(63,825) 
15,312 

273,680 
(249,144) 

$ 5,204,125 

$ (279,822) 

(65.926) 

(1 1,189) 
(6,426) 

(64,729) 
(278,619) 

(26,850) 
246,676 

$ (294.127) 

$ 827,575 
269 

377-01 1 
33,613 
79,398 
62,865 

531,316 
14,571 
43,412 

33.142 
5,460 

24,109 
24,472 
14,734 

2,553,427 
(63,825) 
15,312 

246,830 
(2,468) 

8 8 . m  

$ 4,909,998 

$ 14,305 

877 

2,884 
56,374 

$ 60,135 

0 827,575 
269 

377.01 I 
33,613 
79,398 
62.865 

531,316 
14.571 
43,412 
88,775 
33.142 
5.460 

24.109 
25,349 
14.734 

2,553,427 
(63,825) 
15,312 

249,714 
53,906 

$ 4,970,133 

$ 130,642 

References: 
Column (A): Company Schedule C-1 
Column (B): RLM-8, Columns (B) Thru (I) 
Column (C): Column (A) + Column (B) 
Column (D): Revenue From RLM-1, Column (B), Line 8 And Income Tax From RLM-1, Column (B). Line 8 - Line 6 
Column (E): Column (C) +Column (D) 
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Docket No. SW-20445A-12-0309 et al 
Test Year Ended December 31,201 1 

Valencia Water Company, Inc. - Town Division 
Schedule RBM-10 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 1 
RATE CASE EXPENSE 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 
30 
31 
32 
33 
34 
35 
36 
37 

(6) (C) 
RUCO 

(A) 
COMPANY RUCO 

DESCRIPTION AS FILED ADJUSTMENT AS ADJUSTED 

Rate Case Expense Total for Global Water $ 787,174 $ (368,174) $ 419,000 

Allocation Factor (L34) 17.26% 

Valencia Town Water Company $ 72,328 

3 

RUCO Adjusted Rate Case Expense (L5 I L7) $ 24,109 

Company Amortized Rate Case Expense for Valencia Town as Filed ( Sch. C-2.2) $ 35,298 

RUCO Pro Forma Rate Case Expense (L9 - L11) $ (1 1,189) 

RUCO Adjustment $ (11,189) 

Amortization Period - 3 years 

RUCOs Rate Case Expense Adjustment Calculation: 
Decision No. 71 878, dated September 15, 201 0, approved amount 
$400,000 forGlobal Water. $ 400,000 

Inflation factor from October 1, 2010 to July 1, 2012 
Per Consumer Price Index 

Reasonable Amount of Rate Case Expense based on 
Decision No. 71878. 

4.75% 

$ 419,000 

RUCO Adjustment (Col. (B) Ln 27 - Col. (A) L 1) $ (368,174) 

Companv 
Operatina Amortized Adiustment bv 

Allocation Factor Based on Svstem Revenue Revenue %t of Total Amt. Svstem 
Palo Verde Utilities Co. $ 11,411,932 39.87% $1=85 $ (48,896) 
Santa CNZ Water Com 10,705,825 

Willow Vallev Water Company 717,230 2.51% 9,923 
Water UtiliGof Greater Tonopah 214,736 0.75% 2,140 (1,092) 
Valencia of Greater Buckeye Water Utility 479,427 1.68% 4,142 (1,802) 
Water Utility of Northern Scottsdale 151,196 0.53% 502 236 

Total System Revenud and Percentages $ 28,620,876 100.00% $262,391 $ (1 22,724) 

References: 
Column (A) Company Schedules C-2.2 
Column (6) CPI Information from Inflation.com 
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Valencia Water Company, Inc. - Town Division 
Schedule RBM-11 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 2 
PURCHASED POWER 

~- ____________________ ~ ___ - - -~ 

(A) (B) (C) 
Line COMPANY RUCO RUCO 
- No. Svstem AS FILED ADJUSTMENT AS ADJUSTED 

1 
2 
3 Valencia Greater Buckeye Arizona Public Service 27,670 (4,063) 23,607 
4 
5 Greater Tonopah Arizona Public Service 22,407 (4,062) 18,345 
6 
7 Willow Valley Mohave Electric Cooperative 43,747 (3,308) 40,439 
8 
9 Total 557,899 - (98,497) - 459,402 

References 
Column (A): Company Schedules C-2 
Column (B): Company Schedules C-2.6 
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Valencia Water Company, Inc. - Town Division 
Schedule RMB-13 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 4 
BAD DEBT EXPENSE 

-. -_______ ________ _______ 

(B) (C) (D) (E) 
(A) COMPANY 

COMPANY TEST YEAR ACTUAL RUCO 
Line BAD DEBT ADJUSTMENT, COMPANY BAD DEBT ADJUSTMENT 
No. System WPENSE REVENUE CHG. AS FILED WRITE-OFF (D - C) 

I 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

Palo Verde 72,207 10,729 82,936 71,312 (1 1,624) 

Greater Tonopah 4,930 (161) 4,769 3,751 (1,018) 

Valencia Greater Buckeye 11,720 (425) 11,295 4,805 (6,490) 

Santa Cruz 55,174 (1,249) 53,925 73,358 19,433 

Willow Valley 8,422 (171) 8,251 4,430 (3,821) 

Northem Scottsdale 2,281 2,281 

$ 183,352 $ 8,722 $ 192,074 $ 184,409 $ (7,665) 

References: 
Column (A) & (C) Company Schedules C-2 
Column (B) Company Schedule C-2.11 
Column (D) RUCO Data Request 3.01 
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Valencia Water Company, Inc. - Town Division 
Schedule RBM-14 

Page 1 

OPERATING INCOME ADJUSTMENT NOS - .~ ~ __--- 
PERSONNEL EXPENSE 

Line 

- No. ExDense 

1 Overtime Hours 
2 
3 Bonuses Operations 
4 
5 Deferred Compensation 
6 
7 Employee Hiring & Moving 
8 
9 Total 
10 
11 Allocation Factor (B24) 
12 
13 Valencia Town Water Company Allocation 
14 
15 Personnel Expense as Filed 
16 
17 RUCO Pro Forma Expense (B15 + 813) 
18 
19 RUCOAdjustment (Bl7-B15) 
20 

21 Allocation Factor Based on Test Year Revenue 
22 Palo Verde Utilities Co. 

(C) 
RUCO 

ADJUSTMENT AS ADJUSTED Acct. SLECTED 
No. EXPENSES 

80101 $ 95,796 $ (47,898) $ 47,898 

801 07 1,160 (580) 580 

80500 293,306 (293,306) 

80901 80,264 (40,132) 40,132 

$ 470,526 $ (381,916) $ 88,610 

17.262% 

$ (65,926) 

$ 893,501 

$ 827.575 

$ (65,926) 

Adiustment bv 
Operatina Revenue Percent of Total Svstem 

11 -41 1.932 39.873% $ (152.280) 
23 
24 
25 Willow Valley Water Company 717,230 2.506% 
26 Water Utility of Greater Tonopah 214,736 0.750% (2,865) 
27 Valencia of Greater Buckeye Water Utility 479,427 1.675% (6,397) 
28 Water Utility of Northern Scottsdale 1 51,196 0.528% (2,018) 
29 Total Revenue Percentages 28,620,876 100.00% $ (381,916) 

References: 
Column (A) - RUCO DR 1.08 
Column (C) - Company Schedules C-2 
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Valencia Water Company, Inc. - Town Division 
Schedule RBM-16 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 7 
PROPERTY TAXES 

[AI PI 
LINE RUCO RUCO 
NO. Property Tax Calculation AS ADJUSTED RECOMMENDED 

1 
2 
3 

4a 
4b 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

Adjusted Test Year Revenues 
Multiplied by 2 
Subtotal (L1 X L2) 
Adjusted Test Year Revenues 
Recommended Revenue, Per Schedule 
Subtotal (L3 + L4a) 
Number of Years 
Three Year Average (L5 / L6) 
Department of Revenue Mutilplier 
Revenue Base Value (L7 X L8) 
Plus: 10% of CWlP Per Company Schedule E 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + L10 - L11) 
Assessment Ratio 
Assessed Value (L12 L13) 
Composite Property Tax Rate (Per RUCO Effective Property Tax Calculation Analysis W/P) 

RUCO Adjusted Test Year Property Tax Expense (L14 L15) 
Company Adjusted Test Year Property Tax (Per Company C-I Schedule) 

RUCO Test Year Adjustment (L16-L17) 
Property Tax - RUCO Recommended Revenue (L14 * L15) 
RUCO Test Year Adjusted Property Tax Expense (L16) 
lncrease/(Decrease) to Property Tax Expense 

Increase/(Decrease) to Property Tax Expense 
Increase in Revenue Requirement 
Increase /(Decrease) to Property Tax per Dollar Increase in Revenue (L22 / L23) 

8 4,924,303 $ 4,924,303 
2 2 

$ 9,848,606 $ 9,848,606 
4,924,303 

14.772.909 $ 14.949.381 8 
3 3 

$ 4,924,303 $ 4,983.1 27 
2 2 

$ 9,848,606 $ 9,966,254 
265,232 265,232 
43.247 43,247 

10,188,239 $ 10,070,591 $ 
19.0% 19.0% 

$ 1,913,412 $ 1,935,765 
12.9000% 12.9000% 

$ 246,830 
273.680 

$ (26,850) 
$ 249,714 

246,830 
$ 2,884 

$ 2.884 
176,472 

1.63400% 
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Line 
- No. 

1 

.___ ~ 

Valencia Water Company, Inc. - Town Division 

Page 1 
RBM-17 

OPERATING INCOME ADJUSTMENT NO. 8 
ADJUSTED TEST YEAR INCOME TAX EXPENSE 

~ - - 
Amount 

2 
3 
4 
5 

7 

Total Adjusted Test Year Income Tax Expense As Filed by Company - RBM-7 Col (A) Ln 27 

Total Adjusted Test Year Income Tax Expense Per RUCO RBM-7 Col (C) Ln 27 

$ (249,144) 

(2,468) 

246,676 6 RUCO Adjusted Test Year Income Tax Expense Adjustment $ 
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COST OF CAPITAL 

Valencia Water Company, Inc. - Town Division 
Schedule RBM-18 

Page 1 

COMPANY RUCO WEIGHTED 
LINE AS RUCO AS CAPITAL COST 
NO. DESCRIPTION FILED ADJUSTMENTS ADJUSTED RATIO COST RATE 

1 Short-term Debt $ 188,558 $ - $ 188,558 1.17% 5.95% 0.07% 

2 Long-term Debt $ 3,248,406 S - $ 3,248,406 20.17% 5.69% I .15% 

3 CommonEquity $ 12,667,946 $ - $ 12,667,946 78.66% 8.50% 6.69% 

4 TOTAL CAPITAL $ 16,104,910 $ - $ 16,104,910 100.00% 

5 COST OF CAPITAL 

References: 
Columns (A) Thru (F): Testimony, WAR 

7.91 % 
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Water Utility of Greater Tonopah, Inc. 
Schedule RBM-1 

Page 1 of 2 
__ 

REVENUE REQUIREMENT 

(A) (B) 

Description cost cost 

Company RUCO 
OCRBlFVRB OCRBffVRB Line 

No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Fair Value Rate Base 

Adjusted Operating Income (Loss) 

Current Rate Of Return (L3 I L1) 

Required Operating Income (L9 X L1) 

Required Rate Of Return On Fair Value Rate Base 

Operating Income Deficiency (L7 - L3) 

Gross Revenue Conversion Factor (RBM-1, Pg 2) 

Increase In Gross Revenue Requirement (L11 X L13) 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L15 + L17) 

Required Percentage Increase In Revenue (L15 I L17) 

Rate Of Return On Common Equity 

References: 
Column (A) Company Schedule A-1 

$ 2,206,816 

$ (175,170) 

-7.94% 

$ 236,571 

10.72% 

$ 41 1,741 

1.6451 

Is 677.349 1 

$ 207,705 

$ 885,054 

326.1 1% 

8.50% 

$ (1,437,481) 

$ (499,923) 

NA 

$ 19,549 

8.19% 

NA 

1.9400 

1-1 
$ 207,705 

$ 240,458 

15.77% 

7.31 % 

References: 
Column (A): Company Schedules A-1 and C-1 
Column (B): RUCO Schedule RBM-2, RBM-6 and RBM-10 
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Water Utility of Greater Tonopah, Inc. 
Schedule RBM-2 

Page 1 

(A) 
Company 

(C) 
RUCO 

As Filed RUCO As Adjusted 
Line OCRBlFVRB Description OCRBIFVRB Adjustments No. 

5,766,393 $ (106,783) $ 5,659,610 1 Gross Utility Plant In Service $ 

2 
3 

4 

5 
6 
7 

8 

9 

10 

11 

12 

13 

Accumulated Depreciation 
Net Utility Plant In Service (L1 + u) 

Advances In Aid Of Const. 

Contribution In Aid Of Const. 

NET ClAC (L5 + L6) 
Accumulated Amortization Of ClAC 

Customer Meter Deposits 

Deferred Income Taxes - Credits 

Unamortized Finance Charges 

Deferred Regulatory Assets 

Allowance For Working Capital 

TOTAL RATE BASE (Sum L's 3 , 4 , 7 , 8  Thru 12) 

(1,863,416) (1,863,416)- 
$ 3902,977 $ 106,783 $ 3,796,194 

$ (1,619,985) $ - $  (1,619,985) 

(59,465) $ (7,523,359) $ (7,582,824) 
1,055,498 1,055,498 

$ 

(6,467,861) $ (6,527.326) $ (59,465) $ 

$ (22,030) $ - $  (22,030) 

$ 5,318 $ 2,930,348 $ 2,935,666 

- $  

- $  

- $  

- $  

$ - $  - $  

$ 2206,815 $ (3,644,296) $ (1,437,481) 

References: 
Column (A): Company Schedule B-1 
Column (B): RBM-3, Columns (B) Thru (G) 
Column (C): Column (A) + Column (B) 



Docket NO. W-01212A-12-309 ETAL 
Test Year Ended December 31,201 1 
12-0312 

Water Utility of Greater Tonopah. Inc. 
Schedule RBM-3 

Page 1 of 2 
RUCO POST TEST YEAR PLANT ADJUSTMENTS 

-- I cerrlpanywlm 'tiLEiliog I I CO. FOIIOWU RES nse - 
Date Const Included in Date d r p -  Const 

Dale Const est to be Rate Base Adually as of 
Began Completed Initial Est Completed March 31,2013 

1 Global Water - Santa CNZ 
2 Edison Rd Waterline Ext Aug2012 Aug2012 $ 300,742 Dec2012 $ 240,224 5 (300,742) 
3 RED WDC Chl Sys Replacement Jan 2012 Jan 2012 6.149 April 2012 15.129 8.980 
4 TOTALS $ 306,891 $ 255,353 $ (291,762) 
5 
6 Willow Valley Water Company 
7 WVRSCADA-WWVC Od2012 Od2012 $ 80.436 Not Started $ (80,4361 
8 TOTALS $ 80,436 s (W436) 

15 
16 Valencia Water Company 
17 Bales Fill Line July 2012 July 2012 $ 78.750 In Progress $ 12.027 $ (78.750) 
18 Buena Vista Fill Line July 2012 July 2012 203,702 In Progress 20,004 (203.702) 
19 Pima Road Waterline April 2012 April 2012 182,563 SepI2012 195,474 (1 82,563) 
20 WVR SCADA Command Sta Imp July 2012 Julv 2012 136,029 Jan 2013 21,962 (136.029) 
21 SVWDC Optimization 
22 TOTALS 

June 2012 June2012 71,526 Feb 2013 48.565 (71,526) 
$ 672,570 $ 298,032 $ (672.570) 

23 
24 Global Water - Pal0 Verde Utillties 
25 Campus I WRF Ph 3 Exp Nov2008 June2012 $ 119,810 DecPOll $ 119,810 $ 
26 PVUC In Pipe Odor Control Mar 2012 June 2012 52,022 Nov2012 57.397 (52,022) 
27 PVUC L a g m  Clean Closure April 2012 July 2012 406.949 Dec 2012 543,461 (406,949) 
28 PWCPEQB April 2012 July 2012 12,564 Dec 2012 48.475 (12,564) 
29 SRW MH Rehab and LS Imp Ph I Dec 2010 Feb 2012 6,408 Dec 2012 3,295 (6,408) 
30 PWC WRF Headworks Rehab Sept 2012 Sept 2012 69,132 Dec 2012 84,155 (69,132) 
31 Sewer Manhole Rehab od2012 od2012 66,509 Dec 201 2 68.199 (66.509) 

33 $ 818,394 $ 1,035,526 $ (698,5&1) 
34 
35 References: 
36 
37 
38 
39 
40 
41 

32 Edism Rd Sewer Ln Ext Aug 2012 Aug 2012 85,000 Dec 2012 110,734 (85.000) 

Columns (A), (B), (C1- Fleming Testimony pages 21 and 22. Company included in rate base. 
Columns (D). ( E ) - Company Response lo RUCO Data Request No. 2.01 
NOTE (1): See Column (F) The costs for projecls not Completed and placed in service by June 30.2012, were adjusted and excluded 

from rate base by RUCO 



Docket No. W-01212A-12309 ET AL 
Ted  Year Ended December 31,201 1 

Water Utilily of Greater Tonopah, Inc. 
Schedule RBM-3 

Page 2 of 2 

RUCO POST TEST YEAR PLANT DEPRECIAllON 8 AID ADJUSTMENTS 

- (A) (B) (C) (D) (E) (F) (G) ---_-___ 
-- - ._ 

--_.___.__ 
-~ 

Company 
lnltial Filing Company 
Included In Date Const Flnal Costs/ Company 

1 Global Water - Santa Crur 
2 Edison Rd Waterline Ext $ 300.742 Dec2012 $ 240,224 $ (300.742) 
3 
4 TOTALS 
5 
6 wlllow Valley Water Company 
7 W V R S C A D A - W C  

6.149 April 2012 15,129 8,980 
757 $ (14,588) 

RED WDC Chl Sys Replacement 
E 306,891 $ 255,353 $ (291,762) $ 15.345 $ 

$ (80,436) $ 80.436 Notstarted 
- $ (4.022) 8 TOTALS E 80.436 - $ (80.436) E 4,022 $ 

15 
16 Valmncla Water Company 
17 Bales Fill Llne $ 78,750 In Progress $ 12,027 $ (78,750) 

20,004 (203,702) 18 Buena Vista Fill Une 203,702 InProgress 
19 Pima Road Waterline 182,583 Sept 2012 195.474 (182.=33 
20 WVR SCADA Command Sta Imp 136,029 Jan 2013 21,962 (136,029) 

71,526 Feb 2013 48.565 V1,526) 21 SVWDC optrmtzatm 
22 
23 
24 Global Water - Palo Verde Utilitlu 
25 Campus I WRF Ph 3 EXp $ 119.810 Dec2011 $ 119.810 $ 
26 PVUC In Pipe Odor Control 52,022 Nov 2012 57,397 (52,022) 

29 SRW MH Rehab and LS Imp Ph I 6,408 Dec2012 3,295 (6,408) 
69,132 Dec2012 84,155 (69,132) 30 PVUC WRF Headworks Rehab 

32 33 $ 818,394 $ 1,035526 $ (698,584) $ 40,920 $ 5,991 $ (34,929) 

34 
35 References 
36 
37 

TOTALS $ 672,570 $ 298,032 $ (672,570) $ 33,629 E ~ $ (33,629) 

27 PvUC Lagoon Clean Closure 406.949 Dec2012 543,461 (406,949) 
28 PVUCPEQB 12,564 Dec2012 48,475 (12,564) 

31 sewer Manhole Rehab 66,509 DS2012 68,199 (66.W 
85,000 Dec2012 110,734 (85,000) Edison Rd Sewer Ln EXt 

Columns (A), (E), (C). (D) -See Sch RBMQ 
Columns ( E ) - Company Schedules and teslImmy of Mr Brett Higgabotham 

38 8 
39 
40 106.783 5.00% Depredation allowance as calculated by Company 

Cdumn (E) I Column (A) 

41 
42 Column (A) less Column (D) E 106,783 
43 E 106783 
44 $ - $ - TestYearPlantasproposed by RUCO 
45 

47 Depredatiin expense proposed by Company $ 5.339 
48 
49 

46 Depredation expense proposed by RUCO $ -  

RUCO proposed depreaalion and A/D adjustment 
related to Post Test Year Plant 
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Water Utility of Greater Tonopah, Inc. 

Page 1 
RBM-5 

PLANT SCHEDULES 
YEAR ENDED DECEMBER 31,201 1 

____ - (8)------- 
Gross Pant 

.E!- @) 
Gross Plant 

From Year Plant Value 
201 1 

LINE ACCT. 
NO. NO. ACCOUNT NAME 2010 Additions Retirements 

1 
2 
3 
4 
5 
6 
7 
7 
8 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 

303 
304 
305 
306 
307 
308 
309 
310 
31 1 
320 
330 
331 
333 
334 
335 
336 
339 
340 

340. I 
341 
342 
343 
344 
345 
346 
347 
348 

Land and Land Rights 
Structures and Improvements 
Collecting and impounding Reservoirs 
Lake, River and Other Intakes 
Wells and Springs 
Infiltration Galleries 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Equipment 
Distribution Reservoirs and Standpipes 
Transmission and Distribution Mains 
Services 
Meters and Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
Office Furniture And Equipment 
Computers and Sofhvare 
Transportation Equipment 
Stores Equipment 
Tools, Shop And Garage Equip 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Equipment 

TOTAL PLANT IN SERVICE 

Company As Filed 
Difference 

$ 66,651 
46,704 

299,601 

1,758,896 
1,621,120 

185,007 
889,254 
43,069 

145,261 
38,386 
5,894 
5,424 

32,617 

1,688 
663 
&45 

12,408 
5,210 

340,097 

$ 110,779 
973 

29,195 
5,400 

45,380 
1,689 

1,917 

289 

$ 

(454) 

(1,732) 

(32,617) 

$ 177,430 
47,677 

299,601 

1,787,637 
1,626,520 

228,655 
890,943 
43,069 

147,178 
38,386 
5,894 
5,424 

1,977 
663 
845 

12,408 
5,210 

340,097 

$ 5,498,795 $ 195,622 $ (34,803) $ 5,659,614 



Global Utilities 
Docket No. W-01212A-12-309 ET AL 
Test Year Ended December 31,201 1 

Water Utility of Greater Tonopah, Inc. 
Schedule RBM-6 

Page 1 of 1 

(B) (C) (D) (E) 
Adjust No. 1 Adjust No. 2 Adjust No. 3 Test Year 

Test Year Post Test BLANK BLANK Adjusted 

(4 
Actual 

OCRBIWRB 
Line 
No. Description OCRBlFVRB Year Plant 

- $ 5.766.393 1 Gross Utility Plant In Service 5,659,611 $ 106,782 $ - $  

2 Accumulated Depreciation 
3 

4 

Net Utility Plant In Service (L1 + E) 

Advances In Aid Of Const. 

5 Contribution In Aid Of Const. 
6 Accumulated Amortization Of ClAC 
7 NET CIAC (L5 + L6) 

8 Customer Meter Deposits 

9 

10 Unamortized Finance Charges 

11 Deferred Regulatory Assets 

12 Allowance For Working Capital 

Deferred Income Taxes 8 Credits 

13 TOTAL RATE BASE (Sum L's 3,4,7,8 Thru 12) 

(1,863,416) (1,863,416) 
$ - $  - $ 3902,977 

$ (1,619,985) $ - $  - $  - $ (1,619,985) 

- $ 2,109,071 $ 4,046,521 $ (59,465) $ (6,215,057) $ 

$ (6,215,057) $ - $ 2,109,071 $ 4,046.521 $ (59,465) 

$ (22,030) $ - $  - $  - $ (22,030) 

$ 2,386,853 $ - $ (815,978) $ (1,565,557) $ 5,318 

$ - $  - $  - $  - $  

$ - $  - $  - $  - $  

$ - $  - $  - $  - $  

$ (1,674,024) $ 106,782 $ 1,293,093 $ 2,480,964 $ 2,206,815 

References: 
Column (A): Company Schedule B-I 
Column (B); Company Schedule 5-2-1 
Column (E); Columns (A) through (D) 
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Water Utility of Greater Tonopah, Inc. 
Schedule RBM-7 

Page 1 

0) (E) 
RUCO 

As 

(C) 
RUCO RUCO 

(B) (4 
Actual RUCO 

Test Year as Test Year' Test Year As Proposed Line 
No. Description Filed Adjustments Adjusted Changes Recommended - 

Revenues: 1 461 Metered Water Revenues $ 202,202 $ - $ 202.202 32753 $ 234.955 

2 460 Unmetered Water Revenues 5,503 5,503 5,503 
3 474 Other Water Revenues 32,753 $ 240,458 
4 
5 

TOTAL OPERATING REVENUE $ 207,705 $ - $ 207,705 $ 

6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 

Operating Expenses: 
601 
610 Purchased Water 
615 Purchased Power 
618 Chemicals 
620 Materials And Supplies 
621 Office Supplies and Expense 
630 Outside Services 
635 Contractural Services -Testing 
636 Contractural Services - Other 
641 
650 Transportation Expenses 
657 Insurance - General Liability 
659 Insurance - Other 
666 
670 Bad Debt Expense 
675 Miscellaneous Expense 
403 Depreciation Expense 
403 Depreciation Expense - ClAC Amort. 
408 Taxes Other than Income 
408.1 Taxes Other that Income - Property 
409 Income Taxes 

Salaries And Wages - Employees 

Rental of Building I Real Property 

Regulatory Comm. Exp. - Rate Case 

$ 75,753 
960 

22,407 
10,522 
20,175 

3,591 
26,415 
5.109 

2,597 
5,733 
1,557 

269 
2,140 
4,769 
7,221 

380.785 
(2,151 ) 
1.553 

11,254 
(1 97,785) 

$ 72,888 
960 

18,345 
10,522 
20,175 
3,591 

26.415 
5,109 

2,597 
5,733 
1,557 

269 
1,047 
3,751 
3,281 

364,044 
465,802 

1,553 
10,183 

(31 0,193) 
507 

(487,225) 

$ 72.888 
960 

18,345 
10,522 
20,175 

3,591 
26,415 
5,109 

2,597 
5,733 
1,557 

269 
1,047 
3,751 
3,281 

364,044 
465,802 

1,553 
10,689 

(797,418) 

32 
33 TOTAL OPERATING EXPENSES $ 382.874 $ 324,754 $ 707,628 $ (486,718) $ 220.909 

35 OPERATING INCOME (LOSS) $ (175,169) 34 $ (499.923) 19,549 

References: 
Column (A): Company Schedule C-I 
Column (B): RBM-8, Columns (B) Thru (J) 
Column (C): Column (A) + Column (B) 
Column (D): Sch. RBM-I, Column (B), L8: Sch RBM-I page 2 L52 
Column (E): Column (C) + Column (D) 
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Water Utility of Greater Tonopah, Inc. 
Schedule RBM-10 

Page 1 

(B) (C) 
COMPANY RUCO RUCO 

(A) 
Line 
No. DESCRIPTION AS FILED ADJUSTMENT AS ADJUSTED 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 
30 
31 
32 
33 
34 
35 
36 
37 

Rate Case Expense Total for Global Water $ 787,174 $ (368,174) $ 419,000 

0.75% Allocation Factor (L34) 

Valencia Town Water Company $ 3,144 

3 Amortization Period - 3 years 

RUCO Adjusted Rate Case Expense (L5 I L7) $ 1,047.89 

$ 2,140 Company Amortized Rate Case Expense for Valencia Town as Filed ( Sch. C-2.2) 

$ (1,093) RUCO Pro Forma Rate Case Expense (L9 - L11) 

$ (1,093) RUCO Adjustment 

RUCOs Rate Case Expense Adjustment Calculation: 
Decision No. 71878, dated September 15,2010, approved amount 
$400,000 forGloba1 Water. $ 400,000 

Inflation factor from October 1, 2010 to July 1, 2012 
Per Consumer Price Index 

Reasonable Amount of Rate Case Expense based on 
Decision No. 71878. 

4.75% 

$ 419,000 

RUCO Adjustment (Col. (B) Ln 27 - Col. (A) L 1) $ (368,174) 

ComDanv 
Amortized Adiustment bv Operatinci 

Revenue %t ofTotal Amt. Svstem Allocation Factor Based on Svstem Revenue 
Palo Verde Utilities Co. $ 11,411,932 39.87% $104,585 $ (48,896) 
Santa Cruz Water Company 10,705,825 37.41% 105,801 (53,558) 
Valencia Town Water Company 4,940,530 17.26% 35,298 (1 1,189) 

1 51 , I  96 0.53% 502 236 
Total System Revenud and Percentages $ 28,620,876 100.00% $262,391 $ (122,724) 

Water Utility of Northem Scottsdale 

References: 
Column (A) Company Schedules C-2.2 
Column (B) CPI Information from 1nflation.com 
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Water Utility of Greater Tonopah, Inc. 
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Line COMPANY RUCO RUCO 
No. System Service Provider AS FILED ADJUSTMENT AS ADJUSTED 

1 Valencia Town Arizona Public Service $ 464,075 $ (87,064) $ 377,011 
2 
3 Valencia Greater Buckeye Arizona Public Service 27,670 (4,063) 23,607 
4 
5 
6 
7 Willow Valley Mohave Electric Cooperative 43,747 (3,308) 40,439 
8 
9 

References 
Column (A): Company Schedules C-2 

Total $ 557,899 $ (98,497) $ 459,402 
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Water Utility of Greater Tonopah, Inc. 
Schedule RMB-13 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 4 
BAD DEBT EXPENSE 

(A) (B) (C) (D) (E) 
COMPANY 

Line BAD DEBT ADJUSTMENT, COMPANY BAD DEBT ADJUSTMENT 
RUCO COMPANY TEST YEAR ACTUAL 

(D - C) No. System EXPENSE REVENUE CHG. AS FILED WRITE-OFF 

1 Valencia Town $ 30,899 $ (1) $ 30,898 $ 24,472 $ (6,426) 
2 
3 Palo Verde 72,207 10,729 82,936 71,312 (1 1,624) 

4 
5 
6 
7 Valencia Greater Buckeye 1 1,720 (425) 11,295 4,805 (6,490) 

19,433 
8 
9 Santa Cruz 55,174 (1,249) 53,925 73,358 

10 
11 Willow Valley 8,422 (171) 8,251 4,430 (3,821 1 
12 
13 Northern Scottsdale 2,281 2,281 

(7,665) 
14 
15 $ 183,352 $ 8,722 $ 192,074 $ 184,409 $ 

References: 
Column (A) & (C) Company Schedules C-2 
Column (6) Company Schedule C-2.11 
Column (D) RUCO Data Request 3.01 
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Water Utility of Greater Tonopah, Inc. 
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(C) 
RUCO 

(B) 
RUCO 

(A) 
COMPANY 

No. EXPENSES 

Line 

No. Expense 
Acct. SLECTED ADJUSTMENT AS ADJUSTED 

1 Overtime Hours 
2 
3 Bonuses Operations 
4 
5 Deferred Compensation 
6 
7 Employee Hiring & Moving 
8 
9 Total 
10 
11 Allocation Factor (L26) 
12 
13 Valencia Town Water Company Allocation 
14 
15 Personnel Expense as Filed 
Iti 
17 RUCO Pro Forma Expense (L15 + L13) 
18 
19 RUCO Adjustment (Ll7-L15) 
20 

21 Allocation Factor Based on Test Year Revenue 
22 Palo Verde Utilities Co. 
23 Santa Cruz Water Company 
24 Valencia Town Water Company 

80101 $ 95,796 $ (47,898) $ 47,898 

801 07 1,160 (580) 580 

80500 293,306 (293,306) 

80901 80,264 (40,132) 40,132 

$ 470,526 $ (381,916) $ 88,610 

0.750% 

$ (2,865) 

$ 75,753 

$ 72,888 

$ (2,865) 

Adiustment bv 
Svstem ODeratina Revenue Percent of Total 

11,411,932 
10.705.825 37.406% 

39.873% $ (152,280) 
(142,858) 

4,940,530 17.262% 

25 
26 

1 51,196 0.528% (2,018) 27 
28 Water Utility of Northern Scottsdale $ (381,916) 
29 Total Revenue Percentages 28,620,876 100.00% 

1 

References: 
Column (A) - RUCO OR 1.08 
Column (C) - Company Schedules C-2 
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-- -- -- - - _ _  - ._ _ _  - __-_  -~ - - ~ _  - - _._ - - -~ - __ 

OPERATING INCOME ADJUSTMENT NO. 7 
PROPERTY TAXES 

[AI [BI 

LINE RUCO RUCO 
NO. Property Tax Calculation AS ADJUSTED RECOMMENDED 

1 
2 
3 
4a 
4b 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

Adjusted Test Year Revenues $ 207,705 
Multiplied by 2 
Subtotal (L1 X L2) 
Adjusted Test Year Revenues 
Recommended Revenue, Per Schedule 
Subtotal (L3 + L4a) 
Number of Years 
Three Year Average (L5 I L6) 
Department of Revenue Mutilplier 
Revenue Base Value (L7 X L8) 
Plus: 10% of CWlP Per Company Schedule E 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + L10 - L11) 
Assessment Ratio 
Assessed Value (L12 * L13) 
Composite Property Tax Rate 

2 
$ 415,410 

207,705 

$ 623,115 
3 

$ 207,705 
2 

$ 41 5,410 
23,514 

$ 438,924 
19.0% 

$ 83,396 
12.2100% 

RUCO Adjusted Test Year Property Tax Expense (L14 * L15) 10,183 
Company Adjusted Test Year Property Tax (Per Company C-I Scheduh 11,254 

RUCO Test Year Adjustment (L16-L17) $ (1,071) 
Property Tax - RUCO Recommended Revenue (L14 L15) 
RUCO Test Year Adjusted Property Tax Expense (L16) 
IncreaseI(Decrease) to Property Tax Expense 

$ 

Increase/( Decrease) to Property Tax Expense 
Increase in Revenue Requirement 
Increase /(Decrease) to Property Tax per Dollar Increase in Revenue (L22 / L23) 

$ 207,705 
2 

$ 415,410 

240,458 
$ 655,868 

3 
$ 218,623 

2 
$ 437,245 

23.514 

$ 460,759 
19.0% 

$ 87,544 
12.21 00% 

$ 10,689 
10,183 

$ 507 

$ 507 
(32,753) 

-0.01 5466 



Global Utilities 

Test Year Ended December 31,201 1 

Water Utility of Greater Tonopah, Inc. 
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Docket No. W-01212A-12-309 et al RBM-17 

OPERATING INCOME ADJUSTMENT NO. 8 
~ ~~ ~ ~ _ -  -~ - - - _ _  - _ ~ ~ ~ __ADJYS~~DTEST~~R~N~OME_T~_AX_U<PENSE _ _  ___  ~- ____ 

Line 
No Description Amount 
1 
2 (197,785) 
3 
4 (31 0,193) 
5 
6 RUCO Adjusted Test Year Income Tax Expense Adjustment $ (1 12,408) 

Total Adjusted Test Year Income Tax Exp. As Filed by Company (RBM-8 Col (A) Ln 25) 

Total Adjusted Test Year Income Tax Expense Per RUCO (RBM-1(2), Col (A) Ln 52 

$ 



I 
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Water Utility of Greater Tonopah, Inc. 
Schedule RBM-I8 
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(A) (6) (C) (D) (E) (F) 
COMPANY RUCO WEIGHTED 

LINE AS RUCO AS CAPITAL COST 
NO. DESCRIPTION FILED ADJUSTMENTS ADJUSTED RATIO COST RATE 

1 Short-term Debt $ 25,759 $ - $  25,759 0.82% 6.22% 0.05% 

2 Long-term Debt $ 415,230 $ - $ 415,230 13.18% 6.33% 0.83% 

3 Common Equity $ 2,708,518 $ - $ 2,708,518 a6.00% 8.50% 7.31 % 

4 TOTAL CAPITAL $ 3,149,507 $ - $ 3,149,507 100.00% 

5 COST OF CAPITAL 8.19% 

References: 
Columns (A) Thm (F): Testimony, WAR 
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Willow Valley Water Co., Inc. 
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Page 1 of 2 

(4 (B) 
Company RUCO 

Line OCRB/FVRB OCRBlFVRB 
No. Description cost cost 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Fair Value Rate Base 

Adjusted Operating Income (Loss) 

Current Rate Of Return (L3 I L1) 

Required Operating Income (L9 X L1) 

Required Rate Of Return On Fair Value Rate Base 

Operating Income Deficiency (L7 - L3) 

Gross Revenue Conversion Factor (RBM-1, Pg 2) 

Increase In Gross Revenue Requirement (L11 X L13) 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L15 + L17) 

Required Percentage Increase In Revenue (L15 I L17) 

Rate Of Return On Common Equity 

$ 2,359,391 

$ (58,493) 

-2.48% 

$ 250,024 

10.60% 

5 308,517 

1.6451 

I $  507,537 

$ 702,652 

$ 1,210,189 

72.20% 

11.44% 

$ 2,278,955 

$ (73,977) 

-3.25% 

$ 182,894 

8.03% 

$ 256,871 

1.5427 

-396,2811 
$ 702,653 

$ 1,098,934 

56.40% 

8.50% 

References: 
Column (A): Company Schedules A-I and C-I 
Column (B): RUCO Schedule RBM-2, RBMS and RBM-10 



Global Utilities 
Docket No. W-01212A-12-309 et al 
Test Year Ended December 31,201 1 

GROSS REVENUE CONVERSION FACTOR I INCOME TAX CALCULATION 

LINE 
- NO. DESCRIPTION 

. Calculation~ffGtossRevenueConversion Fa*-- .. - ~ ~ ~~~ 

1 Revenue 
2 Uncollecible Factor 
3 Revenues (L1 - L2) 
4 
5 Subtotal (L3 - L4) 
6 

Combined Federal and State Income Tax and Property Tax Rate (U3) 

Revenue Conversion Factor (L i  I LS) 

Calculation of Uncollecttible Factor: 

Combined Federal and State Tax Rate (Ll7) 
One Minus Combined Income Tax Rate (L7 - L8) 

Uncollectible Factor (L9 * L10) 

Calculation of Effective Tax Rate: 
12 Operating Income Before Taxes (Arizona Taxable Income) 
13 Arizona State Income Tax Rate 
14 Federal Taxable Income (L12 - L13) 
15 Applicable Federal Income Tax Rate (Col [C] L53) 
16 Effective Federal Income Tax Rate (L14 x Ll5) 
17 Combined Federal and State Income Tax Rate (L13 + L16) 

Calculation of Effective Properhr Tax Factor 
18 Unity 
19 Combined Federal and State Income Tax Rate (Col. [B]. L17) 
20 One Minus Combined Income Tax Rate (LlSL19) 
21 Property Tax Factor (Sch. RBM-16, Col. [B]. L24) 
22 Effective Property Tax Factor (L20 x L21) 
23 Combined Federal and State Income Tax and Property Tax Rate (Col. (B), L17 + L22) 

24 Required Operating Income (Sch. RBM-1, Col. (B) L7) 
25 Adjusted Test Year Operating Income (Loss) (Sch. RBM-1, Col (B) L3) 
26 Required Increase in Operating Income (L24 - L25) 

27 Income Taxes on Recommended Revenue (Col. [C]. L52) 
28 Income Taxes on Test Year Revenue (Col. (A), L52) 
29 Required Increase in Revenue to Provide for lnwme Taxes (L27 - L28) 

30 Recommended Revenue Requirement (Sch. RBM-1. Col. (B). L19 
31 Uncollectible Rate (L10) 
32 Uncolllectible Expense on Recommended Revenue (L30 x L31) 
33 Adjusted Test Year Uncollectible mnse(Sch.  RBM-8, Col. (K), L31) 
34 Required Increase in Revenue to Provide for Uncollectible Exp. (L32 - L33) 

35 Property Tax with Recommended Revenue (Sch. RBM -8, Col. (Q), L24) 
36 Property Tax on Test Year Revenue (Sch. RBM-8. Col. (A), L24) 
37 Increase in Property Tax Due to Increase in Revenue (L35 - 36) 
36 Total Required Increase in Revenue (Col. [e]. L26 + L29 + L34 + L37) 

7 Unity 
8 
9 
10 Uncollectible Rate 
11 

39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 

52 

Calculation of Income Tax: 
Revenue (Sch.RBM-7 C d  [C] L4 and Col (D) L4 
Operating Expenses Excluding Income Taxes 
Synchronized Interest (Col. [C]. L57) 
Arizona Taxable Income (L39 - L40 - L41) 
Arizona State Income Tax Rate 
Arizona Income Tax (L42 x L43) 
Federal Taxable Income (L42 - L44) 
Federal Tax on First Income Bracket ($1 - $50.000) Q 15% 
Federal Tax on Second Income Bracket ($51,001 - $75,000) Q 25% 
Federal Tax on Third Income Bracket ($75,001 - $100,000) Q 34% 
Federal Tax on Fourth Income Bracket ($100,001 - $335.000) Q 39% 
Federal Tax on Fffh Income Bracket ($335,001 -$10,000.000) Q 34% 
Total Federal Income Tax 

Combined Federal and State Income Tax (L44 + L51) 

53 Applicable Federal Income Tax Rate 

0.41 35% 

willow Valley Water Co., Inc. 
RBM-1 

Page 2 of 2 

34.41 12% 

100.0000% 
34.41 12% 
65.5888% 
0.5410% 

0.3549% 
34.7661% 

5 182,894 
(73,977) 

$ 256,871 

$ 98.259 
(36,509) 

134,768 

$ 1,098.934 
0.00630 

$ 6.928 
4.430 

2,498 

$ 32,844 
30,700 

2,144 
$ 396.281 

Test 
Year 

$ 702,653 $ 
$ 81 3.1 39 
5 13,472 
5 (1 23.958) 

6.5000% 

$ 
$ (28.451)l 

$ (36.5091 

RUCO 
Recommended 

396.281 $ 1,096,934 
$ 817,781 
5 13,472 
$ 267.681 

6.5000% 
$ 17.399 
$ 250,282 
5 7,500 
5 6.250 
5 8.500 
$ 58,610 
$ 
$ 60,660 

$ 98.259 

29.8516% 

54 Svnchronized Interest Calculation 
55 RateBase 
56 Weighted Average Cost of Debt 
57 Synchronized Interest 

$ 2278.955 
0.59% 

$ 13,472 
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Page 1 

SUMMARY OF ORIGINAL COST RATE BASE WITH RUCO ADJUSTMENTS 

~~ 

Line 

(A)- 
Company 
As Filed 

(B)--- - 

Adj No. 1 
Post Test 

-IC)- 
RUCO 

As Adjusted 
No. Description OCRBINRB Year Plant OCRB~VRB 

1 Gross Utility Plant In Service $ 5,113,538 $ (80,436) $ 5,033,102 
2 
3 Accumulated Depreciation 
4 
5 

Net Utility Plant In Service (L1 + L3) 

6 
7 
0 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Advances In Aid Of Const. 

Contribution In Aid Of Const. 

NET ClAC (L8 + L9) 
Accumulated Amortization Of ClAC 

Customer Meter Deposits 

Deferred Income Taxes 8 Credits 

Unamortized Finance Charges 

Deferred Regulatory Assets 

Allowance For Working Capital 

TOTAL RATE BASE (Sum L's 4,6,10-20) 

References: 
Column (A) Company Schedule B-1 
Column (B) RBM-3 page 1 

References: 
Column (A): Company Schedule B-I 
Column (6): RBM-3. Columns (B) Thru (G) 
Column (C): Column (A) + Column (B) 

(1,742,556) (1,742,556) 
3,290,546 3,370.982 (80,436) 

(6 1 0,760) (6 1 0,760) 

(36,233) (36,233) 

(364,598) (364,598) 

$ 2,359,391 $ (80,436) $ 2.270,955 
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6 Willow Valley Water Company' 
7 W V R S C A D A - W C  Oct2012 Oct2012 8 80.436 Not Started Note(1) $ (80.436) 
8 TOTALS $ 80.436 $ (80,436). 

Willow Valley Water Company 
Schedule RBM-3 

Page 1 of 2 
RATE BASE ADJUSTMENT NO.l 

POST TEST YEAR PLANT WITH RUCO ADJUSTMENTS 

(A) (B) (C) (D) (E) (F) 

I I -  J E T  Adustment 
Company's Inibal Filing Co Follow Up Response 1 

~~ 

Date Const Included in Date Const Final Costs/ 
Date Const est to be Rate Base Actually as of 

Began Completed Initial Est Completed March 31,2013 
1 Global Water - Santa Cruz 
2 Edison Rd Waterline Ext Aug2012 Aug2012 $ 300.742 Dec 2012 $ 240,224 $ (300,742) 
3 RED WDC Chl Sys Replacement Jan 2012 Jan 2012 6,149 April 2012 15,129 8,980 
4 TOTALS $ 306.891 $ 255,353 $ (291,762) 

9 
10 Water Utility of Greater Tonopah 
11 
12 West Phoenix 6 Fluoride 
13 
14 TOTALS 
15 
16 Valencia Water Company 
17 Bales Fill Line 
18 Buena Vista Fill Line 
19 Pima Road Waterline 
20 
21 SWVDC Optimization 
22 TOTALS 
23 
24 Global Water - Palo Verde Utilities 
25 Campus I WRF Ph 3 Exp 
26 PVUC In Pipe Odor Control 
27 PVUC Lagoon Clean Closure 
28 PVUCPEQB 
29 
30 PVUC WRF Headworks Rehab 
31 Sewer Manhole Rehab 
32 
33 
34 

West Phoenix 6 Elec Upgrades 

WPE 6 Tank and Well Replacmt 

W R  SCADA Command Sta Imp 

SRW MH Rehab and LS Imp Ph 

Edison Rd Sewer Ln Ext 

References: 

Nov 2012 
Nov 2012 
May 2012 

July 2012 
July 2012 
April 2012 
July 2012 
June 2012 

Nov 2008 
Mar 2012 
April 2012 
April 2012 
Dec 2010 
Sept 2012 
oct 2022 
Aug 2012 

Dec 2012 
Dec 2012 
June 2012 

July2012 
July 2012 
April 201 2 
July 2012 
June 2012 

June 2012 
June 2012 
July 2012 
July 2012 
Feb 2012 
Sept 2012 
Oct 2012 
Aug 2012 

$ 3,076 Dee 2012 5 3,501 $ (3,076) 
8.625 Jan 201 3 18,693 (8.625) 

95,082 Dec 2012 128,934 (95.082) 
$ 106,783 $ 151,128 $ (106,783) 

$ 78,750 In Progress $ 12,027 $ (78,750) 
203,702 In Progress 20,004 (203,702) 
182,563 Sept 2012 195,474 (182.563) 
136,029 Jan 2013 21,962 (136,029) 
71.526 Feb 2013 48,565 (71,526) 

$ 672,570 $ 298,032 $ (672,570) 

$ 119,810 Dec 201 1 $ 119,810 $ 
52,022 Nov 2012 57,397 (52,022) 

406,949 Dec 2012 543.461 (406,949) 
12,564 Dec 2012 48,475 (12.564) 
6,408 Dec 2012 3,295 (6,408) 

69,132 Dec 2012 84,155 (69,132) 
66,509 Dec  2012 68,199 (66,509) 
85,000 Dec 2012 11 0,734 (85,000) 

$ 818,394 $ 1,035,526 $ (698,584) 

Columns (A), (B), (C) - Fleming Testimony pages 21 and 22. Company included in rate base. 
Columns (D). ( E ) - Company Response to RUCO Data Request No. 2.01 
NOTE (1): See Column (F) The costs for projects not completed and placed in service by June 30, 2012, were adjusted and excluded 

from rate base by RUCO 



Docket No. W-01212A-12-309 ET AL 
Test Year Ended December 31,201 1 

Willow Valley Water Company 
Schedule RBM-3 

Page 2 of 2 
RATE BASE ADJUSTMENT NO. 2 

RUCO POST TEST YEAR PLANT DEPRECIATION 8 AID ADJUSTMENTS 

(A) (B) (C) (D) (E) ( 0  (G) 
ComDanv .~ 
Initial Filing Company 

Rate Base Actually 
Initial Est ComDleted March 31, 2013 PTY Plant Depreaation 

Adjustment 
-Included i t r  - Date Const - - Final Costsi --- RUeO - - -Company 

asof Adjustment Calculated Calculated 

--- - - -~ 

1 Global Water - Santa Cruz 
2 Edison Rd Waterline Ext $ 300,742 Dec2012 $ 240,224 $ (300.742) 
3 RED WDC Chl Sys Replacement 6,149 Ap ril2012 15,129 8,980 
4 TOTALS $ 306.891 $ 255,353 $ (291,782) $ 15,345 $ 757 $ (14,588) 

10 Water Utility of Greater Tonopah 
11 West Phoenix 6 Elec Upgrades $ 3,076 Dec2012 $ 3,501 $ (3,076) 
12 West Phoenix 6 Fluoride 8.625 Jan 2013 18.893 (8,625) 
13 WPE 6 Tank and Well Replacmt 95.082 Dec 2012 128.934 (95.082) 
14 TOTALS $ 106.783 $ 151.128 $ (106,783) $ 5,339 $ - $ (5,339) 
15 
16 Valencia Water Company 
17 Bales Fill Line $ 78,750 In Progress $ 12,027 $ (78.750) 
18 Buena Vista Fill Line 203,702 In Progress 20,004 (203,702) 
19 Pima Road Wateliine 182,563 Sept 2012 195,474 (1 82,563) 
20 WVR SCADA Command Sta Imp 136,029 Jan 2013 21,962 (136,029) 
21 SWVDC Optimization 71,526 Feb 2013 48,565 (71,526) 
22 TOTALS $ 672,570 $ 298.032 $ (672,570) $ 33,629 $ - $ (33,629) 
23 
24 Global Water - Palo Verde Utilities 
25 Campus I WRF Ph 3 Exp $ 119.810 Dec2011 $ 119,810 $ 
26 PVUC In Pipe Odor Control 52,022 Nov 2012 57,397 (52,022) 
27 PWC Lagoon Clean Closure 406,949 Dec 2012 543,481 (406,949) 
28 PWCPEQB 12,564 Dec2012 48.475 (12.564) 
29 SRW MH Rehab and LS Imp Ph I 6,406 Dec 2012 3,295 (6,408) 
30 PVUC WRF Headworks Rehab 69,132 Dec2012 84.155 (69,132) 
31 Sewer Manhole Rehab 68.509 Dec 2012 68,199 (66,509) 
32 Edison Rd Sewer Ln Ext 85.000 Dec 2012 110,734 (85,000) 
33 $ 816,394 $ 1,035,526 $ (698.584) $ 40.920 $ 5,991 $ (34,929) 
34 

35 

37 80,436 5.00% Depreciation allowance as calculated by Company 

NOTE (1 1: RUCO Depredation and AID adiustment calculated as follows: 

36 Column (E) I Column (A) 4.022 

38 
39 Column (A) less Column (D) $ 80.436 

. I  . ,  
40 
41 
42 

$ 80.436 
$ - $ - Test Year Plant as proposed by RUCO - 

43 Depredation expense proposed by RUCO $ -  
44 Depreciation expsnse proposed by Company $ 4,022 
45 
46 related to Post Test Year Plant $ (4,022) 2), however,dd not record Accumulated Depreciation as an adjustment. 

RUCO proposed depreciation and AID adjustment NOTE 1 Global recorded post test year depreciation (See Company - Sch C- 

References: 
Columns (A), (B), (C), (D) - See Sch RBM-2 
Columns ( E ) - Company Schedules and testimony of Mr. Brett Higgabotham 
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Test Year Ended December 31,201 1 

Willow Valley Water Co., Inc. 
Schedule RBMB 

Page 1 

SUMMARY OF ORIGINAL COST RATE BASE WITH COMPANY ADJUSTMENTS 

Line 

(A) ~~ (8)- IC) (D)- ~ - ~ ( E )  
Actual Adjust No. 1 Adjust No. 2 Adjust No. 3 Test Year 

Test Year Post Test BLANK BLANK Adjusted 
No. Description OCRBlFVRB Year Plant OCRBFVRB 

1 Gross Utility Plant In Service 5,033,102 $ 80,436 $ - $  - $ 5,113,538 

2 Accumulated Depreciation (1,742,556) (1,742,556) 
3 Net Utility Plant In Service (L1 + L2) $ 3,290,546 $ 80,436 $ - $  - $ 3,370,982 

4 Advances In Aid Of Const. $ (610,760) $ - $  - $  - $ (610,760) 

5 Contribution In Aid Of Const. $ - $  - $  - $  - $  
6 Accumulated Amortization Of ClAC 
7 NET ClAC (L5 + L6) $ - $  - $  - $  - $  

8 Customer Meter Deposits $ (36,233) $ - $  - $  - $ (36,233) 

9 Deferred Income Taxes & Credits $ (364,598) $ - $  - $  - $ (364,598) 

10 Unamortized Finance Charges $ - $  - $  - $  - $  

1 I Deferred Regulatory Assets $ - $  - $  - $  - $  

12 Allowance For Working Capital $ - $  - $  - $  - $  

13 TOTAL RATE BASE (Sum L's 3 , 4 , 7 , 8  Thru 12) $ 2,278,955 $ 80,436 $ - $  - $ 2,359,391 

References: 
Column (A): Company Schedule B-1 
Column (B); Company Schedule 8-2-1 
Column (E); Columns (A) through (D) 
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SUMMARY OPERATING INCOME WITH RUCO ADJUSTMENTS 

Willow Valley Water Co., Inc. 
Schedule RBM-7 

Page 1 

(A)- ~ ~~ (B)- ~ (C)- - tD) ~~ ~ t E )  ~ 

~~ ~- ~~ 

Actual RUCO RUCO RUCO RUCO 
Line Test Year as Test Year‘ Test Year As Proposed As 
No. Description Filed Adjustments Adjusted Changes Recommended 

Revenues. 
1 
2 
3 
4 

5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 

30 

461 Metered Water Revenues 
460 Unmetered Water Revenues 
474 Other Water Revenues 

Total Operating Income 

Operating Expenses: 
601 
61 0 Purchased Water 
615 Purchased Power 
618 Chemicals 
620 Materials And Supplies 
621 Office Supplies and Expense 
630 Outside Sew’ces 
635 Contractural Services - Testing 
641 
650 Transportation Expenses 
657 Insurance - General Liability 
659 Insurance - Other 
666 
670 Bad Debt Expense 
675 Miscellaneous Expense 
403 Depreciation Expense 
403 
408 Taxes Other than Income 
408.1 
409 Income Taxes 

Salaries And Wages - Employees 

Rental of Building I Real Property 

Regulatory Comm. Exp. - Rate Case 

Depreciation Expense - ClAC Amort. 

Taxes Other that Income - Property 

Total Operating Income 

Operating Income (Loss) 

$ 689,275 $ - $ 689,275 $ 396,281 $ 1,085,556 

13,378 13,378 13,378 
$ 702,653 $ - $ 702,653 $ 396,281 $ 1,098,934 

$ 263,312 

43.747 
55,422 
36,002 
27,025 
97.501 
20,993 
10,241 
24,173 
7,125 
4,218 
9,923 
8,251 

24,562 
200,668 

782 
33,931 

(106,730) 

253,741 $ 

42,165 
55,422 
36,002 
27,025 
97,501 
20,993 
10,241 
24,173 
7,125 
4,218 
3,500 
4,430 
(1,525) 

196,646 

782 
30,700 

(36,509) 

- $  

2,498 

2,144 
134,768 

253,741 

42,165 
55,422 
36,002 
27,025 
97,501 
20,993 
10,241 
24,173 
7,125 
4,218 
3,500 
6,928 
(1,525) 

196,646 

782 
32,844 
98,259 

$ 761,146 $ 15,484 $ 776,630 $ 139,410 $ 916,040 

$ (58,493) $ (15,484) $ (73,977) $ 256,871 $ 182,894 

References: 
Column (A): Company Schedule C- I  
Column (B): RBM-8. Columns (B) Thru (J) 
Column (C): Column (A) +Column (B) 
Column (D): Sch. REM-I, Column (B). L8: Sch RBM-1 page 2 L52 
Column (E): Column (C) +Column (D) 
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Willow Valley Water Co., Inc. 
Schedule RBM-10 

Page 1 

Global Utilities 
Docket No. SW-20445A-12-0309 et al 
Test Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT NO. 1 
RATE CASE EXPENSE 

-~ ~ - - -- _ _  ~ - -- - - - ~- - 

(B) (C) 
Line COMPANY RUCO RUCO 
No. DESCRIPTION AS FILED ADJUSTMENT AS ADJUSTED 

(A) 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 
30 
31 
32 
33 
34 
35 
36 
37 

Rate Case Expense Total for Global Water $ 787,174 $ (368,174) $ 419,000 

Allocation Factor - Column (B) L33 2.51 % 

Willow Valley Water Company - LI (L1 X L3) $ 10,500 

3 

RUCO Adjusted Rate Case Expense (L5 / L7) $ 3,500 

Company Amortized Rate Case Expense for Valencia Town as Filed ( Sch. C-2.2) $ 9,923 

RUCO Pro Forma Rate Case Expense (L9 - L11) $ (6,423) 

RUCO Adjustment $ (6,423) 

RUCOs Rate Case Expense Adjustment Calculation: 

Amortization Period - 3 years 

Decision No. 71878, dated September 15, 2010, approved amount 
$400,000 forGlobal Water. $ 400,000 

Inflation factor from October 1, 2010 to July 1, 2012 
Per Consumer Price Index 

Reasonable Amount of Rate Case Expense based on 
Decision No. 71 878. 

4.75% 

$ 419,000 

RUCO Adjustment (Col. (B) L27 - Col. (A) L 1) $ (368,174) 

ComDanv 
Operatinq Amortized Adiustment bv 

Allocation Factor Based on Svstem Revenue Revenue %t of Total Amt. Svstem 
$ 11,411,932 39.87% $104,585 $ (48,896) 

Santa Cruz Water Company 10,705,825 37.41% 105,801 (53,558) 

Valencia of Greater Buckeye Water Utility 479,427 1.68% 4,142 (1,802) 
Water Utility of Northern Scottsdale 151,196 0.53% 502 236 

Total System Revenud and Percentages $ 28,620,876 100.00% $262,391 $ (122,724) 

References: 
Column (A) Company Schedules C-2.2 
Column (B) CPI Information from Inflation.com 
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Willow Valley Water Co., Inc. 
Schedule RBM-I I 

Page 1 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 

OPERATING INCOME ADJUSTMENT NO. 2 
PURCHASED POWER 

~ - ~ _ _ _  ~ 
~- ~~ ~~. ~ 

(4 (6) (C) 
COMPANY RUCO RUCO 

System Service Provider AS FILED ADJUSTMENT AS ADJUSTED 

Valencia Town Arizona Public Service $ 464,075 $ (62,786) $ 401,289 

Valencia Greater Buckeye Arizona Public Service 27.670 (2,562) 25,108 

Greater Tonopah Arizona Public Service 22,407 (2,881) 19,526 

Total $ 557,899 $ 0  69,811 $ 488,088 

References 
Column (A): Company Schedules C-2 
Column (B): Company Schedules C-2.6 
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Test Year Ended December 31,201 1 

Willow Valley Water Co., Inc. 
Schedule RBM-12 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 3 
CALCULATION OF DEPRECIATION EXPENSE 

(A) (E) (C) (D) (E) (0 (G) (H) 

Plant Plant Calculated Company 
- Cine Acd - - - _  - Pnor D e - -  Balance--- ~ - --- Other - Disposals- - Ba lanck-  Depreuabon Depreuabon 

NO NO AccountDescnpbon Dep Rate 12i31/2010 Additions Costs 12/31/2011 Expe nse Expense 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 

303 
304 

306 
307 
308 
309 
310 
31 1 
320 

330.1 
331 
333 
334 
335 
336 
339 
340 

340.1 
341 
342 
343 
344 
345 
346 
347 Miscellaneous Equipment 
348 Other Tangible Equipment 

390.1 Computer Hardware 
396 SCADA 

Land and Land Rights 
Structures and Improvements 
Colleding and impounding Reservoirs 
Lake, River and Other Intakes 
Wells and Springs 
Infiltration Galleries 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Equipment 
Distribution Reservoirs and Standpipes 
Transmission and Distribution Mains 
Services 
Meters and Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
oftice Furniture And Equipment 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools, Shop And Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 

Calculated Depreciation Expense 

Company Reported Depreciation Expense 

Adjustment for Post Test Yr. Plant Depreciation 
RUCO Adjusted Test Year Depreciation Expense 

0.00% 
3.33% 
2.50% 
2.50% 
3.33% 
6.67% 
2.00% 
5.00% 
12.50% 
3.33% 
2.22% 
2.00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 
33.33% 
20.00% 
4.00% 
5.00% 
10.00% 
5.00% 
10.00% 
10.00% 
10.00% 
33.33% 
33.33% 

$ 18.100 $ 192.50 
$ 197,952 266,117 

$ 1,622,446 1,295 

$ 2,118 3,323 
$ 11,062 
$ 501,448 11,909 
$ 287.111 273,452 
$ 274.842 232 
$ 624.048 20,639 
$ 95,359 
$ 530,561 2.456 
$ 37,179 9.386 
$ 1,024 
$ 19,310 1,007 
$ 22,526 120 
$ 
$ 81,113 

$ 42,909 479 
$ 9.508 
$ 38.925 
$ 10,063 
$ 10,223 
$ 3,937 

4,440 

$ 18,292.50 
464,069 

1,623,741 

5,441 
11,062 

513,357 
560,564 
274,398 
644,688 
95,359 

533.017 
46.565 
1,024 

20,317 
22,646 

78.078 

43.388 
9,508 

38.925 
10,063 
10,223 
3,937 

4,440 

$ 
11,023 

54.049 

76 
553 

63,425 
14,114 
6,097 

12.687 
3,175 

44,298 
e37 
68 

1,322 
1.506 

15,919 

2,157 
951 

1.946 
1,006 
1,022 

394 

740 

$ 
7.875 

1,946 

33 

3.874 
35,780 
5,552 

10.087 
2,944 

31.247 
662 

371 
158 

93,079 

499 

779 
833 
195 
507 

22 1 

References: 
Column (A) Decision 71878 
Column (E) RUCO Schedule REM-5.4 
Column (C). (D), (E)RUCO DR 1.14 
Column (F) = (A x B)+((C:E) 'A'S)) 
Column (G) Depreciation Expense as Reported by Company 

$ 4,441,764 $ 595,046 $ - $ (3,711) $ 5,033,100 
$ 237,366 

196,642 

4,022 
200.664 
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Willow Valley Water Co., Inc. 
Schedule RMB-13 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 4 
BAD DEBT EXPENSE ~ 

~~~ - - -- - 

(A) (B) (C) (D) (E) 
COMPANY 

COMPANY TEST YEAR ACTUAL RUCO 
Line BAD DEBT ADJUSTMENT, COMPANY BAD DEBT ADJUSTMENT 
No. System EXPENSE REVENUE CHG. AS FILED WRITE-OFF (D - C) 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 

a 

Valencia Town $ 30,899 $ (1) $ 30,898 $ 24,472 $ (ci,426) 

Palo Verde 72,207 10,729 82,936 71,312 (1 1,624) 

Greater Tonopah 4,930 (161) 4,769 3,751 (1 ,OI 8) 

Valencia Greater Buckeye 11,720 (425) 11,295 4,805 (6,490) 

Santa Cruz 55,174 (1,249) 53,925 73,358 19,433 

Northern Scottsdale 2,281 2,281 

$ 183,352 $ 8,722 $ 192,074 $ 184,409 $ (7,665) 

References: 
Column (A) 8 (C) Company Schedules C-2 
Column (B) Company Schedule C-2.11 
Column (D) RUCO Data Request 3.01 
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Willow Valley Water Co., Inc. 
Schedule RBM-14 

Page 1 

OPERATING INCOME ADJUSTMENT NOS 
PERSONNEL EXPENSE 

- ~~ ~- -~ _ _  ~~ ~~~ 

(A) (B) (C) 
Company 

Line Acct Selected RUCO RUCO 
No. Expense Category No Expenses ADJUSTMENT AS ADJUSTED 

I Overtime Hours 
2 
3 Bonuses Operations 
4 
5 Deferred Compensation 
6 
7 Employee Hiring 8, Moving 
8 
9 Total 
10 
11 Allocation Factor (L24) 
12 
13 Willow Valley Water Company 
14 
15 Personnel Expense as Filed 
16 
17 RUCO Pro Forma Expense (L15 + L13) 
18 
19 RUCO Adjustment (L17-L15) 
20 

80101 $ 95,796 $ (47,898) $ 47,898 

80107 1,160 (580) 580 

80500 293,306 (293,306) 

80901 80,264 (40,132) 40,132 

$ 88,610 $ 470,526 $ (381,916) 

2.506% 

$ (9,571) 

$ 263,312 

$ 253,741 

$ (9,571) 

Adiustment bv - 
21 Allocation Factor Based on Test Year Revenue Operatins Revenue Percent of Total Svstem 
22 Palo Verde Utilities Co. 11,411,932 39.873% $ (152,280) 
23 Santa Cruz Water ComDanv 10,705,825 37.406% (142,858) 
24 4 940 530 
25 
26 
27 Valencia ofGreater Buckeye'Water Utility 479,427 1.675% 
28 Water Utility of Northern Scottsdale 1 51,196 0.528% (2,018) 
29 Total Revenue Percentages 28,620,876 100.00% $ (381,916) 

References: 
Column (A) - RUCO DR 1.08 
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Global Utilities 
Docket No. W-0121%-12-309 et al 
Test Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT NO. 7 
PROPERTY TAXES 

Willow Valley Water Co., Inc. 
Schedule RBM-16 

Page 1 

[AI tB1 
- RUCO RUCO 

-AS ADJUSTED- RECOMMENDED- - 

- ~ ~ ~ .. .. ~~ 

LINE 
NO no- Tax Calc%lation- 

1 
2 
3 

4a 
4b 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

Adjusted Test Year Revenues 
Multiplied by 2 
Subtotal (L1 X L2) 
Adjusted Test Year Revenues 
Recommended Revenue, Per Schedule 
Subtotal (L3 + L4a) 
Number of Years 
Three Year Average (L5 / L6) 
Department of Revenue Mutilplier 
Revenue Base Value (L7 X LE) 
Plus: 10% of CWlP Per Company Schedule E 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + L10 - L l l )  
Assessment Ratio 
Assessed Value (LIZ * L13) 
Composite Property Tax Rate (Per RUCO Effective Property Tax Calculation Analysis W/P) 

RUCO Adjusted Test Year Property Tax Expense (L14 * L15) 
Company Adjusted Test Year Property Tax (Per Company C-I Schedule) 

RUCO Test Year Adjustment (L16L17) 
Property Tax - RUCO Recommended Revenue (L14 * L15) 
RUCO Test Year Adjusted Property Tax Expense (L16) 
Increase/(Decrease) to Property Tax Expense 

Increase/(Decrease) to Property Tax Expense 
Increase in Revenue Requirement 
Increase /(Decrease) to Property Tax per Dollar Increase in Revenue (L22 / L23) 

$ 702,653 $ 702,653 
2 2 

$ 1,405,306 $ 1,405,306 
702,653 

1,098,934 
$ 2,107,959 $ 2,504,240 

3 3 
$ 702,653 $ 834,747 

2 2 
$ 1,405,306 $ 1,669,494 

47 47 
340 340 

$ 1,405,013 $ 1,669,200 
19.0% 19.0% 

$ 266,952 $ 317,148 
11.5000% 10.3559% 

$ 30,700 
33,931 

$ (3,231) 
$ 32,844 

30,700 
$ 2,144 

$ 2,144 
396,281 
0.5410% 



Global Utilities 
Docket No. W-0121s-12-309 et a1 
Test Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT NO. 8 
ADJUSTED TEST YEAR INCOME TAX EXPENSE 

Willow Valley Water Co., Inc. 

Page 1 
RBM-17 

Line 
- No. DescriDtion Amount 
1 
2 
3 
4 
5 
6 RUCO Adjusted Test Year Income Tax Expense Adjustment $ 70,221 
7 

Total Adjusted Test Year Income Tax Expense As Filed by Company - RBM-7 Col (A) Ln 24 

Total Adjusted Test Year Income Tax Expense Per RUCO RBM-7 Col (C) Ln 24 

$ (1 06.730) 

(36,509) 
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1 COST OF CAPITAL 
-~ - ~- ~- ~~ ~~ 

(A) (B) (c, (D, (E) (F) 
COMPANY RUCO WEIGHTED 

LINE AS RUCO AS CAPITAL COST 
NO. DESCRIPTION FILED ADJUSTMENTS ADJUSTED RATIO COST RATE 

1 Short-term Debt $ 29,470 $ - $  29,470 0.89% 5.17% 0.05% 

2 Long-term Debt $ 387,538 $ - $ 387,538 11.65% 4.68% 0.55% 

3 Common Equity $ 2,908,686 $ - $ 2,908,686 87.46% 8.50% 7.43% 
~ 

I 4 TOTAL CAPITAL $ 3,325,694 $ - $ 3,325,694 100.00% 

5 COST OF CAPITAL 8.03% 

References: 
Columns (A) Thru (F): Testimony, WAR 
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Valencia Water Utility of Greater Buckeye, Inc. 

12-031 3 
TABLE OF CONTENTS TO RBM SCHEDULES 
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1 
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1 

1 

1 

1 

1 

1 

1 

1 

1 

REVENUE REQUIREMENT 

GROSS REVENUE CONVERSION FACTOR I INCOME TAX CALCULATION 

SUMMARY OF ORIGINAL COST RATE BASE WITH RUCO ADJUSTMENTS 

INTENTIONALLY LEFT BLANK 

INTENTIONALLY LEFT BLANK 

INTENTIONALLY LEFT BLANK 

COMPANY PLANT BALANCES SINCE LAST RATE CASE 

SUMMARY ORIGINAL COST RATE BASE WITH COMPANY ADJUSTMENTS 

SUMMARY OPERATING INCOME WITH RUCO ADJUSTMENTS 

DETAIL OF OPERATING INCOME WITH RUCO ADJUSTMENTS 

DETAIL OF OPERATING INCOME WITH COMPANY ADJUSTMENTS 

OPERATING INCOME ADJUSTMENT NO. 1 - RATE CASE EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 2 - PURCHASED POWER EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 3 - DEPRECIATION EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 4 - BAD DEBT EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 5 - PERSONNEL EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 6 - MISCELLANEOUS EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 7 - PROPERTY TAXES 

OPERATING INCOME ADJUSTMENT N0.8 - ADJUSTED TEST YEAR INCOME TAX EXPENSE 

COST OF CAPJTAL 
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(4 (B) 

No. Description cost cost 

Company RUCO 
Line OCRBlFVRB OCRBIFVRB 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Fair Value Rate Base 

Adjusted Operating Income (Loss) 

Current Rate Of Return (L3 I L1) 

Required Operating Income (L9 X L1) 

Required Rate Of Return On Fair Value Rate Base 

Operating Income Deficiency (L7 - L3) 
Gross Revenue Conversion Factor (RBM-1, Pg 2) 

Increase In Gross Revenue Requirement (L1 1 X L13) 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L15 + L17) 

Required Percentage Increase In Revenue (L15 I L17) 

Rate Of Return On Common Equity 

$ 634,978 

$ 49,158 

7.74% 

$ 70,795 

11.18% 

$ 21,817 

1.6694 

$ 462,043 

$ 497,654 

7.70% 

11.44% 

$ 634,979 

$ 61,801 

9.73% 

$ 53,258 

8.39% 

$ (8,543) 

1.4522 

1-1 
$ 462,043 

$ 449,637 

-2.69% 

8.50% 

References: 
Column (A): Company Schedules A-1 and C-1 
Column (B): RUCO Schedule RBM-2, RBM-6 and RBM-10 
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Docket No. WO1212A-12309 et al 
Test Year Ended December 31,201 1 

Valencia Water Utility of Greater Buckeye, Inc. 
RBM-1 

Page 2 of 2 

GROSS REVENUE CONVERSION FACTOR I INCOME TAX CALCULATION 

Falculation of Gross Revenue Conversion Factor 
1 Revenue 
2 Uncollecible Factor 
3 Revenues (L1 - L2) 
4 
5 Subtotal (L3 - L4) 
6 

Combined Federal and State Income Tax and Properly Tax Rate (U3) 

Revenue Conversion Factor (Ll  I E) 

Calculation of Uncollecttible Factor: 
7 Unity 
8 Combined Federal and State Tax Rate (L17) 
9 One Minus Combined Income Tax Rate (L7 - LE) 
10 Uncollectible Rate 
11 Uncollectible Factor (L9 * L10) 

Calculation of Effective Tax Rate: 
12 Operating Income Before Taxes (Arizona Taxable Incwne) 
13 Arizona State Income Tax Rate 
14 Federal Taxable Income (L12 - L13) 
15 Applicable Federal Income Tax Rate (Col [C] L53) 
16 Effective Federal Income Tax Rate (L14 x L15) 
17 Combined Federal and State Income Tax Rate (L13 + L16) 

Calculation of Effective Propem Tax Factor 
18 Unity 
19 Combined Federal and State Income Tax Rate (Col. [B]. L17) 
20 One Minus Combined Income Tax Rate (LlaL19) 
21 Property Tax Factor (Sch. RBM-16. Col. [B], L24) 
22 Effective Property Tax Factor ( D O  x U 1 )  
23 Combined Federal and State Income Tax and Property Tax Rate (Col. (8). L17 + L22) 

24 Required Operating Income (sb. RBM-1. Col. (B) L7) 
25 Adjusted Test Year Operating Income (Loss) (Sch. RBM-1, Col (B) L3) 
26 Required Increase in Operating lnwme (L24 - L25) 

27 Income Taxes on Recommended Revenue (Col. [C]. L52) 
28 Income Taxes on Test Year Revenue (Col. (A). L52) 
29 Required Increase in Revenue to Provide for Income Taxes (L27 - U 8 )  

30 Recommended Revenue Requirement (Sch. RBM-1. Col. (B). L30 
31 Uncollectible Rate (LlO) 
32 Uncolllectible Expense on Recommended Revenue (L30 x L31) 
33 Adjusted Test Year Uncollectible Ewnse(Sch. RBMB, Col. (K). L31) 
34 Required Increase in Revenue to Fmvide for Uncollectible Exp (L32 - L33) 

35 Property Tax with Recommended Revenue (Sch. RBM -7 , Col. (E), L23) 
36 Property Tax on Test Year Revenue (Sch. RBMB, Col. (C). U 3 )  
37 Increase in Property Tax Due to Increase in Revenue (L35 - 36) 
38 Total Required Increase in Revenue (Col. [B], L26 + L29 + L34 + L37) 

Calculation of Income Tax 
39 Revenue (Sch.RBM-7 Col [C] L4 and Col(0) L4 
40 Operating Expenses Excluding Income Taxes 
41 Synchronized Interest (Col. [C]. L57) 
42 Arizona Taxable Income (L39 - L40 - L41) 
43 Arizona State Income Tax Rate 
44 Akona Income Tax (L42 x L43) 
45 Federal Taxable Income (L42 - ~ 4 4 )  
46 Federal Tax on First Income Bracket ($1 - $50,000) Q 15% 
47 Federal Tax on Second Income Bracket ($51.001 - $75.000) Q 25% 
48 Federal Tax on Third Income Bracket ($75,001 - b100,WO) Q 34% 
49 Federal Tax on Fourth Income Bracket ($100,001- $335,000) Q 39% 
50 Federal Tax on Ffth Income Bracket (5335,Wl 410.ooO.0W) Q 34% 
51 Total Federal Income Tax 
52 Combined Federal and State Income Tax (L44 + L51) 

100.0000% 
0.7293% 

99.2707% 
30.4088% 
68.8619% 
1.452182 

100.0ooo% 
29.8750% 
70.1250% 

0.01040 
0.7293% 

100.0000% 
29.8750% 
70.1250% 
0.7613% 

0.5338% 
30.4088% - 

s 53,258 
61.801 

5 (8,543) 

s 14,694 
18.333 

(3.640) 

s 449,637 
0 01040 

$ 4.676 
0 4,805 

(129) 

10.458 

(94) 
5 (12.406) 

Test RUCO 
Year Recommended 

s 462,043 5 (12.406) $ 449,637 
s 381.909 $ 381.685 
$ 2,032 5 2,032 
5 78.103 5 65,920 

6.5000% 6.5000% 
5 5,077 
$ 73,026 
5 7,500 
s 5.756 
$ 
s 
s 
$ 13.256 
$ 18.333 

5 4,285 
0 61,635 
1 7.500 
$ 2,909 
5 
5 
5 
5 10,409 
5 14.694 

25.0000% 

54 Svnchronized Interest Calculation 
55 RateBase 
56 Weighted Average Cost of Debt 
57 Synchronized Interest 

$ 634.979 
0.32% 

- 5 2,032 
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SUMMARY OF ORIGINAL COST RATE BASE WITH RUCO ADJUSTMENTS 

- -_ _ _ -  ~ _ ~ _ _ _  _ ~ _ _  _ _  .~ - ~ - - ~ ~ ~ - - -  - ~ __ - - - ~ B ~ - -  ~- - - (cy _ _ _  - _  -- 

Company RUCO 

Line As Filed RUCO As Adjusted 
No. Description OCRBlWRB Adjustments OCRBlWRB 

1 Gross Utility Plant In Service $ 3,079,206 $ - $  3,079,206 

2 Accumulated Depreaation ( I  ,372,116) (1,372,116) 
3 Net Utility Plant In Service (Ll + E) $ 1,707,090 $ - $  1,707,090 

4 Advances In A d  Of Const $ (722,274) $ - $  (722,274) 

5 Contnbutron In Aid Of Const $ (236,097) $ - $  (236,097) 
6 Accumulated Amorhzation Of ClAC 
7 NET ClAC (L5 + L6) $ (236,097) $ - $  (236,097) 

8 Customer Meter Deposits $ (43,597) $ - $  (43,597) 

10 Unamorbzed Finance Charges $ - $  - $  

11 Deferred Regulatoty Assets $ - $  - $  

12 Allowance For Working Capital $ - $  - $  

9 Deferred Income Taxes & Credits $ (70,143) $ - $  (70,143) 

13 TOTAL RATE BASE (Sum L's 3,4,7,8 Thru 12) $ 634,979 $ - $  634,979 

References: 
Column (A): Company Schedule B-I 
Column (B): RBM-3, Columns (B) Thru (G) 
Column (C): Column (A) + Column (B) 
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PLANT SCHEDULES 
YEAR ENDED DECEMBER 31,2011 

(B) (D) 
Gross Plant 

(A) 
Gross Pant 

LINE ACCT. From Year Plant Value 
NO. NO. ACCOUNT NAME 2010 Additions Retirements 201 1 -- 

-.. ~ 

1 
2 
3 
4 
5 
6 
7 
7 
8 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 

303 
304 
305 
506 
307 
308 
309 
310 
31 1 
320 
330 
331 
333 
334 
335 
336 
339 
340 

340.1 
341 
342 
343 
344 
345 
346 
347 
348 

- . 
Land and Land Rights 
Structures and Improvements 
Collecting and impounding ReseNoin 
Lake, River and Other Intakes 
Wells and Springs 
Infiltration Galleries 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Equipment 
Distribution ReSONOh and Standpipes 
Transmission and Distribution Mains 
Services 
Maters and Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipmenl 
mice Fumkure And Equipment 
Cwnputers and Software 
Transporlation Equipment 
stores Equipment 
Tools, Shop And Garage Equip 
Laboratory Equipment 
P m r  Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Equipment 

TOTAL PLANT IN SERVICE 

Company As Filed 
Difference 

. . - 
$ 27.898 s 

39,169 

115.895 

1,738 
538,770 
844.989 
588.494 
765.133 
37.406 
37.738 
40,757 
5.432 
4.284 

1,650 

4.225 
10,089 
8.533 

. - s .  
128 

4.922 

1,360 

526 

. . ~  . - ~ ~ ~.. 
27.898 
39.297 

I 1  5.895 

1.738 
543.692 
844,989 
588.494 
766.493 
37.406 
37.738 
40.757 
5.432 
4.284 

1,650 

4,225 
10.089 
8.533 

526 

I 3,072,200 $ 6,410 S - S 3.079.136 

3,079,206 

References: 
Columns (A) (8): Company Workpapers 
Column (C): [(Col. (A) + Col. (8)) X RLM-4. Page 1, Col. (A) X IC2 yr. conv.] + IRLM-4. Page 1, Col. (E) X RLM-4, Page 1, Col. (A)] 
Column (D): Schedule RLM-4. Page 1. Column (B) + Column (A) + Column (E) 
Column (E): Schedule R W .  Page 1. Column (C) +Column (6) + Column (C) 
Column 0: Column (D) + Column (E) 
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Valencia Water Utility of Greater Buckeye, Inc. 
Schedule RBM-6 

Page 1 

SUMMARY OF ORIGINAL COST RATE BASE WITH COMPANY ADJUSTMENTS 
-~ - . ~ ~~~~~~ ~ ~ - . ~ -  .. ~ ( ~ - . -  -~~(c7---..-...-........(D)--. . . ~ ~ ~ ~ ~ - ~ ~ ( E ) - ~ - . ~  - 

(A) 
Actual Adjust No. 1 Adjust No. 2 Adjust No. 3 Test Year 

Line Test Year Post Test BLANK BLANK Adjusted 
No. Description OCRBlWRB Year Plant OCRBtFVRB 
1 Gross Utility Plant In Service 3,079,206 $ - $  - $  - $ 3,079,206 

(1,372,116) 2 Accumulated Depreciation (1,372,116) 
3 Net Utility Plant In Service (Ll + L2) $ 1,707,090 $ - $  - $  - $ 1,707,090 

4 Advances In Aid Of Const. $ (722,274) $ - $  - $  - $ (722,274) 

5 Contribution In Aid Of Const. $ (236,097) $ - $  - $  - $ (236,097) 
6 Accumulated Amortization Of ClAC 
7 NET ClAC (L5 + L6) $ (236,097) $ - $  - $  - $ (236,097) 

8 Customer Meter Deposits $ (43,597) $ - $  - $  - $ (43,597) 

9 Deferred Income Taxes & Credits $ (70,143) $ - $  - $  - $ (70,143) 

10 Unamortized Finance Charges $ - $  - $  - $  - $  

1 1  Deferred Regulatory Assets $ - $  - $  - $  - $  

12 Allowance For Working Capital $ - $  - $  - $  - $  

13 TOTAL RATE BASE (Sum L's 3,4.7,8 Thru 12) $ 634,979 $ - $  - $  - $ 634,979 

References: 
Company Schedules and RUCO Data Request 1.14 
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SUMMARY OPERATING INCOME WITH RUCO ADJUSTMENTS 

- - (c)- ~ (D)- - - ( ~  -~~ ~- - 
-(A)- - ~~ (BT -- 

- -- - - ~  _ _  

Actual RUCO RUCO RUCO RUCO 
Line Test Year as Test Year' Test Year As Proposed As 
No. Description Filed Adjustments Adjusted Changes Recommended 

Revenues 
1 
2 
3 
4 

5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 

30 

461 Metered Water Revenues 
460 Unmetered Water Revenues 
474 Other Water Revenues 

TOTAL OPERATING REVENUE 

Operating Expenses: 
601 
610 Purchased Water 
61 5 Purchased Power 
618 Chemicals 
620 Materials And Supplies 
621 Office Supplies and Expense 
630 Outside Services 
635 Contractural Services -Testing 
641 
650 Transportation Expenses 
657 Insurance - General Liability 
659 Insurance - Other 
666 
670 Bad Debt Expense 
675 Miscellaneous Expense 
403 Depreciation Expense 
403 
408 Taxes Other than Income 
408.1 
409 Income Taxes 

Salaries And Wages - Employees 

Rental of Building I Real Property 

Regulatory Cornm. Exp. - Rate Case 

Depreciation Expense - ClAC Amort. 

Taxes Other that Income - Property 

Total Operating Expenses 

Operating Income (Loss) 

$ 449,915 $ - $ 449,915 $ (12,406) $ 437,509 

12,128 12,128 12,128 
$ 462,043 $ - $ 462,043 $ (12,406) $ 449,637 

$ 108,598 
51,353 
27,670 
5,234 
(2,816) 
5,458 
36,433 
3,252 
4,216 
9,090 
2,836 
1,509 
4,142 
11,295 
13,302 
137,751 
(25,606) 
1,722 
11,663 
5,781 

$ 102,201 
51,353 
25,108 
5,234 
(2,816) 
5,458 
36,433 
3,252 
4,216 
9,090 
2,836 
1,509 
2,340 
4,805 
6,471 

137,751 
(25,606) 
1,722 
10,552 
18,333 

$ 102,201 
51,353 
25,108 
5,234 
(2,816) 
5,458 
36,433 
3,252 
4,216 
9,090 
2,836 
1,509 
2,340 
4,676 
6,471 

137,751 
(25,606) 
1,722 
10,458 
14,694 

$ 412.883 $ (12,641) $ 400,242 $ (3,863) $ 396,379 

$ 49,160 $ 61,801 $ 53,258 

References: 
Column (A): Company Schedule C-I 
Column (B): RBM-8, Columns (B) Thru (J) 
Column (C): Column (A) +Column (B) 
Column (D): Sch. RBM-1, Column (B), LE: Sch RBM-1 page 2 L52 
Column (E): Column (C) +Column (D) 
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Valencia Water Utility of Greater Buckeye, Inc. 
Schedule RBM-10 
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OPERATING INCOME ADJUSTMENT NO. 1 
RATE CASE EXPENSE 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 

29 
30 
31 
32 
33 
34 
35 
36 
37 

Rate Case Expense Total for Global Water $ 787,174 $ (368,174) $ 419,000 

1.68% 

!$ 7.019 

Allocation Factor (L35) 

Valencia Buckeye Water Company 

Amortization Period - 3 years 

RUCO Adjusted Rate Case Expense , 

3 

I L7) $ 2,340 

Company Amortized Rate Case Expense for Valencia Buckey as Filed ( Sch. C-2.2) 

RUCO Pro Forma Rate Case Expense (L9 - L11) 

$ 4,142 

$ (1,802) 

RUCO Adjustment 

RUCOs Rate Case Expense Adjustment Calculation: 
Decision No. 71878, dated September 15, 2010, approved amount 
$400,000 forGlobal Water. $ 400,000 

Inflation factor from October 1, 2010 to July 1, 2012 
Per Consumer Price Index 

Reasonable Amount of Rate Case Expense based on 
Decision No. 71878. 

4.75% 

$ 419,000 

$ (1,802) 

RUCO Adjustment (Col. (8) Ln 27 - Col. (A) L 1) $ (368,174) 

Companv 
Amortized Adiustment bv 

Svstem %t of Total Amt. 
39.87% $104,585 $ (48,896) 

Operatinq 
Revenue Allocation Factor Based on Svstem Revenue 

Palo Verde Utilities Co. $ 11,411,932 
Santa Cruz Water Company 10,705,825 37.41 % 105,801 (53,558) 
Valencia Town Water Company 4,940,530 17.26% 35,298 (1 1 ,I 89) 
Willow Valley Water Company 717,230 2.51% 9,923 (6,423) 

Total System Revenud and Percentages $ 28,620,876 100.00% $262,391 $ (122,724) 

References: 
Column (A) Company Schedules C-2.2 
Column (B) CPI Information from Inflation.com 
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Valencia Water Utility of Greater Buckeye, Inc. 
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OPERATING INCOME ADJUSTMENT NO. 2 
PURCHASED POWER 

. -p- ~ ~ - _ _  p ~ - -  ~~ -~ ~~, - - ~~~p _ _ _  ~ _ _ ~ - p -  - .  

Line COMPANY RUCO RUCO 
System Service Provider AS FILED ADJUSTMENT AS ADJUSTED 

1 Valencia Town Arizona Public Service $ 464,075 $ (62,786) $ 401,289 

No. 

2 
3 Valencia Greater Buckeye Arizona public Service , 27,670 (2,562) 25,108 
4 
5 Greater Tonopah Arizona Public Service 22,407 (2,881) 19,526 
6 
7 Willow Valley Mohave Electric Cooperative 43,747 (1,582) 42,165 
8 
9 Total 557.899 (69,811) 488,088 

References 
Column (A): Company Schedules C-2 
Column (B): Company Schedules ‘2-2.6 



Valencia Water Utility of Greater Buckeye, Inc. 
Schedule RBM-12 
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OPERATING INCOME ADJUSTMENT NO. 3 

CALCULATION OF DEPRECIATION EXPENSE 

- -  - _ _____  A, _ ~ (B) (D) (E) (F) 
- RUCB 

Line Acct Prior Dec Balance Other Disposals Depreciation 
No No Account Descnption Dep Rate 12/31/2010 Additions Costs Expense 

_ _  
- p i a  - 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 

19 
20 
21 
22 
23 
24 
25 
26 
27 

29 
30 
31 

32 

a 

l a  

2a 

303 
304 

306 
307 

309 
310 
31 1 
320 

330.1 
331 
333 
334 
335 
336 
339 
340 

340.1 
34 1 
342 
343 
344 
345 
346 
347 

390.1 
396 

308 

348 

Land and Land Rights 
Structures and Improvements 
Collecting and impounding Reservoirs 
Lake, River and Other Intakes 
Wells and Springs 
Infiltration Galleries 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Equipment 
Distribution Reservoirs and Standpipes 
Transmission and Distribution Mains 
Services 
Meters and Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
Office Furniture And Equipment 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools, Shop And Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Equipment 
Computer Hardware 
SCADA 

Total Depreciation Expense 

Company Depreciation As Filed 

0.00% 
3.33% 
2.50% 
2.50% 
3.33% 
6.67% 
2.00% 
5.00% 
12.50% 
3.33% 
2.22% 
2.00% 
3.33% 

2.00% 
6.67% 
6.67% 
6.67% 
33.33% 
20.00% 
4.00% 
5.00% 
10.00% 
5.00% 
10.00% 
10.00% 
10.00% 
33.33% 
33.33% 

8.33% 

!§ 27,aga 
39,169 

I I 5,895 

I ,738 
53a,770 
844,989 
588,494 

37,738 

4,284 

765,133 
37,406 

40,757 
5,432 

1,650 

4,225 
io,oag 
a533 

128 

4,992 

1,360 

526 

1,306 

3,859 

a7 
67,65a 
28, I 3a 
13,065 
15,316 
1,246 
3,144 

362 
a15 

286 

a3 

423 
1,009 

a53 

aa 

!§ 137,751 

$ 3,072,200 137.751 

References: 
Column A : Order 71878 
Column B : RUCO Schedule RBM-5.4 
Column C, D, E : RUCO DR 1.14 
Column F : (Ax B)+((C:E) *A'.5)) 



Global Utilities 
Docket No. W-20445A-12-0309 et al 
Test Year Ended December 31,201 1 

Valencia Water Utility of Greater Buckeye, Inc. 
Schedule RMB-13 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 4 
BAD DEBT EXPENSE 

- . _  _ _  ~~~ _ _  ._ ~~~~~ ~~~ _ ~ _ _ _  _ _ _ _  ~- 

(A) (B) 6) (D) (E) 
COMPANY 

Line BAD DEBT ADJUSTMENT, COMPANY BAD DEBT ADJUSTMENT 
COMPANY TEST YEAR ACTUAL RUCO 

No. System EXPENSE REVENUE CHG. AS FILED WRITE-OFF (D - C) 

1 Valencia Town $ 30,899 $ (1) $ 30,898 $ 24,472 $ (6,426) 
2 
3 Palo Verde 72,207 10,729 82,936 71,312 (1 1,624) 
4 
5 Greater Tonopah 4,930 (161) 4,769 3,751 (1,OI 8) 
6 
7 
8 
9 Santa Cruz 55,174 (1,249) 53,925 73,358 19,433 
10 
11 Willow Valley 8,422 (171) 8,251 4,430 (3,821 
12 
13 Northern Scottsdale 2,281 2,281 
14 
15 $ 183,352 $ 8,722 $ 192,074 $ 184,409 $ (7,6651 

References: 
Column (A) & (C) Company Schedules C-2 
Column (B) Company Schedule C-2.11 
Column (D) RUCO Data Request 3.01 



Global Utilities 
Docket No. W-20, 7w. .- 309 et al 
Test Year Ended December 31,201 I 

Valencia Water Utility of Greater Buckeye, Inc. 
Schedule RBM-14 

Page 1 

OPERATING INCOME ADJUSTMENT N0.5 
PERSONNEL EXPENSE 

Line 

ADJUSTMENT AS ADJUSTED Acct. SLECTED 
No. Expense No. EXPENSES 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

21 
22 
23 
24 
25 
26 
27 
28 
29 

Overtime Hours 

Bonuses Operations 

Deferred Compensation 

Employee Hiring & Moving 

Total 

Allocation Factor (L24) 

Valencia Town Water Company Allocation 

Personnel Expense as Filed 

RUCO Pro Forma Expense (L15 + L13) 

RUCO Adjustment (L17-LI5) 

Allocation Factor Based on Test Year Revenue 
Palo Verde Utilities Co. 
Santa Cruz Water Company 
Valencia Town Water Company 
Willow Valley Water Company 

80101 $ 95,796 $ (47,898) $ 47,898 

801 07 1,160 (580) 580 

80500 293,306 (293,306) 

80901 80,264 (40,132) 40,132 

$ 470,526 $ (381,916) $ 88,610 

1.675% 

$ (6,397) 

$ 108,598 

$ 102,201 

$ (6,397) 

Adiustment bv 
ODeratinq Revenue Percent of Total System 

11,411,932 39.873% $ (152,280) 
10,705,825 37.406% (142,858) 

(65,926) 
717,230 2.506% (9,571) 

4,940,530 17.262% 

Total Revenue Percentages 28,620,876 100.00% $ (381,916) 

References: 
Column (A) - RUCO DR 1.08 
Column (C) - Company Schedules C-2 
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Global Utilities 
Docket No. W-01212A-12-309 et at 
Test Year Ended December 31,2011 
12-0314 

Valencia Water Utility of Greater Buckeye, Inc. 
Schedule RBM-16 

Page 1 

LINE 
NO. 

1 
2 
3 

4a 
4b 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

OPERATING INCOME ADJUSTMENT 
- - ~- PROPERN TmES . 

Propem Tax Calculation 

Adjusted Test Year Revenues 
Multiplied by 2 
Subtotal (L1 X L2) 
Adjusted Test Year Revenues 
Recommended Revenue, Per Schedule 
Subtotal (L3 + L4a) 
Number of 'fears 
Three Year Average (L5 I L6) 
Department of Revenue Mutilplier 
Revenue Base Value (L7 X LE) 
Plus: 10% of CWiP Per Company Schedule E 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + L10 - L11) 
Assessment Ratio 
Assessed Value (L12 L13) 
Composite Property Tax Rate 

RUCO Adjusted Test Year Property Tax Expense (L14 L15) 
Company Adjusted Test Year Property Tax (Per Company C-I Schedule) 

RUCO Test Year Adjustment (L16-LI7) 
Property Tax - RUCO Recommended Revenue (L14 L15) 
RUCO Test Year Adjusted Property Tax Expense (L16) 
Increase/(Decrease) to Property Tax Expense 

Increase/(Decrease) to Property Tax Expense 
Increase in Revenue Requirement 
increase /(Decrease) to Property Tax per Dollar Increase in Revenue (L22 / L23) 

NO. 7 

[AI 

RUCO 
AS ADJUSTED 

$ 462,043 
2 

$ 924,086 
462,043 

$ 1,386,129 
3 

$ 462,043 
2 

$ 924,086 

$ 924,086 
19.0% 

$ 175,576 
6.01 00% 

$ 10,552 
11,663 

$ (1 ,I 11) 

[Bl 

RUCO 
RECOMMENDED 

$ 462,043 
2 

$ 924,086 

449,637 
$ 1,373.723 

3 
$ 457,908 

2 
$ 915,815 

$ 915,815 
19.0% 

$ 174,005 
6.01 00% 

$ 10.458 
10,552 

$ (94) 

$ (94) 
(1 2,406) 

0.007613 



Global Utilities 
Docket No. W-01212A-12-309 et al 
Test Year Ended December 31,201 1 

Valencia Water Utility of Greater Buckeye, Inc. 

Page 1 
RBM-17 

OPERATING INCOME ADJUSTMENT NO. 8 
-~ ~ __ . - .  ~ __  ADJUSTED __ ._ - - - TEST - - YEAR INCOME _ _  TAX EXPENSE ~- 

Line 
No Description Amount 
1 
2 
3 

5 
6 RUCO Adjusted Test Year Income Tax Expense Adjustment $ 12,552 

Total Adjusted Test Year Income Tax Exp. As Filed by Company (RBM-8 Col (A) Ln 25) $ 5,781 

4 Total Adjusted Test Year Income Tax Expense Per RUCO (RBM-1(2), Col (A) Ln 52 18,333 



Global Utilities 
Docket No. W-01212A-12-309 ET AL 
Test Year Ended December 31,201 1 

Valencia Water Utility of Greater Buckeye, Inc. 
Schedule RBM-18 

Page 1 

COST OF CAPITAL 
- _ .  - - - _ _ ~ -  - ._. _ _ _  - ~ -  ~- - -- -- ~ -- ~ ~ - - - - -  _ _  - ~ -  

(A) (B) (C) (D) (E) vi 
COMPANY RUCO WEIGHTED 

LINE AS RUCO AS CAPITAL COST 
NO. DESCRIPTION FILED ADJUSTMENTS ADJUSTED RATIO COST RATE 

1 Short-term Debt $ 12,886 $ - $  12,886 0.49% 6.78% 0.03% 

2 Long-term Debt $ 121,380 $ - $ 121,380 4.61% 6.24% 0.29% 

3 Common Equity $ 2,499,277 $ - $ 2,499,277 94.90% 8.50% 8.07% 

- 

4 TOTAL CAPITAL $ 2,633,543 $ - $ 2,633,543 100.00% 

5 COST OF CAPITAL 8.39% 

References: 
Columns (A) Thru (F): Testimony, WAR 



Northern Scottsdale, Inc. Global Utilities 
Docket No. W-01212A-12-309 ET AL 
Test Year Ended December 31,201 1 

_. -~ 
SCH. 
NO. 

RBM-1 

RBM-I 

RBM-2 

RBM-3 

RBM-3 

RBM-4 

RBM-5 

RBM-6 

RBM-7 

RBM-8 

RBM-9 

RBM-10 

RBM-1 I 

RBM-12 

RBM-13 

RBM-14 

RBM-15 

RBM-16 

RBM-17 

RBM-18 

1 of2 

2 of 2 

1 

1 of2 

2 0 f 2  

1 

1 

I 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

1 

REVENUE REQUIREMENT 

GROSS REVENUE CONVERSION FACTOR I INCOME TAX CALCULATION 

SUMMARY OF ORIGINAL COST RATE BASE WITH RUCO ADJUSTMENTS 

INTENTIONALLY LEFT BLANK 

INTENTIONALLY LEFT BLANK 

INTENTIONALLY LEFT BLANK 

COMPANY PLANT BALANCES SINCE LAST RATE CASE 

SUMMARY ORIGINAL COST RATE BASE WITH COMPANY ADJUSTMENTS 

SUMMARY OPERATING INCOME WITH RUCO ADJUSTMENTS 

DETAIL OF OPERATING INCOME WITH RUCO ADJUSTMENTS 

DETAIL OF OPERATING INCOME WITH COMPANY ADJUSTMENTS 

OPERATING INCOME ADJUSTMENT NO, 1 - RATE CASE EXPENSE 

INTENTIONALLY LEFT BLANK 

OPERATING INCOME ADJUSTMENT NO, 3 - DEPRECIATION EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 4 - BAD DEBT EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 5 - PERSONNEL EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 6 - MISCELLANEOUS EXPENSE 

OPERATING INCOME ADJUSTMENT NO. 7 - PROPERTY TAXES 

OPERATING INCOMEADJUSTMENT NO. 8 - ADJUSTED TEST YEAR INCOME TAX EXPENSE 

COST OF CAPITAL 



Global Utilities 
Docket No. W-01212A-12-309 ET AL 
Test Year Ended December 31,201 1 

Northern Scottsdale, lnc. 
Schedule RBM-1 

Page 1 of 2 

~ _ _  ____ REVENUE REQUIREMENT _ _ ~  - - - _ _  - - _ _ _  
(A) (B) 

Company RUCO 
Line OCRBlFVRB OCRBlFVRB 
No. Description - cost Cost - 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 

Fair Value Rate Base 

Adjusted Operating Income (Loss) 

Current Rate Of Return (L3 I L1) 

Recommended Operating Income (RBM-7, Cot (N) Ln 4) X 8.50% 

Required Rate Of Return On Fair Value Rate Base 

Operating Income Deficiency (L7 - L3) 

Gross Revenue Conversion Factor (RBM-1, Pg 2) 

Increase In Gross Revenue Requirement (L1 1 X L13) 

Adjusted Test Year Revenue 

Proposed Annual Revenue (L15 + L17) 

Required Percentage Increase In Revenue (L15 I L17) 

Rate Of Return On Common Equity 

$ (181,978) 

$ 21,301 

-1 1.71% 

$ 21,301 

14.44% 

1.6290 

$ (181,978) 

$ 28,273 

NA 

$ 11,077 

NA 

NA 

1.2863 

15 2,844 

$ 147,513 

$ 148,244 

1.93% 

NIA 

I $  (1 7,196) 

$ 147,513 

$ 130,317 

-1 1.66% 

8.50% 

References: 
Column (A): Company Schedules A-1 and C-1 
Column (B): RUCO Schedule RBM-2, RBM-6 and RBM-10 



Global Utilities 
D d e t  No. W-012124-12-309 et al 
Test Year Ended December 31,201 1 

GROSS REVENUE CONVERSION FACTOR/ INCOME TAX CALCULATION 

LINE -- .~. - .... ~ .. . _ ~ _  RIPTIDFl ~~ ~~~~ 

Calculation of Gross Revenue Conversion Factor. 

- 

1 Revenue 
2 Unmlledble Factor 
3 Revenues (Ll - L2) 
4 
5 Subtotal (L3 - L4) 
6 

Combined Federal and State lnmme Tax and Property Tax Rate (U3) 

Revenue Conversion Factor (L1 I LS) 

Calculation of Unmllectlible Factw: 
7 Unity 
8 Combined Federal and State Tax Rate (L17) 
9 One Minus Combined Income Tax Rate (L7 - L8) 
10 Uncollectible Rate 
11 Uncollectible Factor (L9 * LIO) 

Calculation of Effective Tax Rate: 
12 Operating Income More Taxes (Arizona Taxable Income) 
13 Arizona State lnmme Tax Rate 
14 Federal Taxable lnmme (112 - L13) 
15 Applicable Federal Income Tax Rate (Col [C] L53) 
16 Effective Federal IncomeTax Rate (L14x L15) 
17 Combined Federal and State Income Tax Rate (L13 + L16) 

Calculation of Effective ProDertv Tax Factor 
18 Unity 
19 Combined Federal and State lnmme Tax Rate (Col. [SI, L17) 
20 One Minus Combined lnmme Tax Rate (LIEL19) 
21 Property Tax Factor (Sch. REM-16. Col. [B]. U 4 )  
22 Effective Properly Tax Factor ( U O  x L21) 
23 Combined Federal and State Income Tax and Property Tax Rate (Col. (E). L17 + L Z )  

24 Required Operating Income (Sch. REM-1, Col. (B) L7) 
25 Adjusted Test Year Operating Income (Loss) (Sch. RBM-1. Col (B) L3) 
26 Required Increase in Operating Income (L24 - L25) 

27 Income Taxes on Recornmended Revenue (Col. [C]. L52) 
28 income Taxes on Test Year Revenue (Col. (A), L52) 
29 Required Increase in Revenue to Provide for Income Taxes (U7 - L28) 
30 Remmmended Revenue Requirement (Sch. REM-1. Col. (E). L30 
31 Uncollectible Rate (L10) 
32 Uncolllectible Expense on Recommended Revenue (L30 x L31) 
33 Adjusted Test Year Uncollectible Expense(Sch. RBM-8. Col. (0. L31) 
34 Required Increase in Revenue to Provide for Uncollectible Exp. (L32 - L33) 

35 Property Tax with Remmmended Revenue (Sch. RBM -8, Col. (Q. L36) 
36 Property Tax on Test Year Revenue (Sch. RBM-8. Col. (Q), L32) 
37 Increase in Properly Tax Due to Increase in Revenue (L35 - 36) 
38 Total Required Increase in Revenue (Col. [E]. L26 + L29 + L34 + L37) 

Calculation of Income T w  
39 Revenue (Sch.RBM-7 Col [C] L4 and Col (D) L4 
40 Operating Expenses Excluding Income Taxes 
41 Synchronized Interest (Col. IC]. L57) 
42 Arizona Taxable Income (L39 ~ L40 - L41) 
43 Arizona State lnmme Tax Rate 
44 Arizona Income Tax (L42 x L43) 
45 Federal Taxable lnmme (L42 - L44) 
46 Federal Tax on First Income Bracket ($1 - $50.000) Q 15% 
47 Federal Tax on Second Income Bracket ($51,001 - $75.000) Q 25% 
48 Federal Tax on Third Income Bracket(f75.001- $100,000) @ 34% 
49 Federal Tax on Fourth lnmme Bracket ($100,001 - $335.000) Q 39% 
50 Federal Tax on Fifth Income Bracket ($335.001 -$lO.OOO.OOO) Q 34% 
51 Total Federal Income Tax 

52 Combined Federal and State Income Tax (L44 + L51) 

53 Applicable Federal Income Tax Rate [Col. [Cl. L46 - Col. [AI. L46] I [Col. IC]. L40 - Col. [A], L401 

Norlhern Scottsdale. Inc. 
RBM-1 

Page 2 of 2 

1.2289% 

1M).OOOO% 
6.5000% 

93.50M)% 
15.0000% 
14.0250% 

20.5250% 

lOO.OMX)% 
20.5250% 
79.4750% 
0.6346% 

0.5043% 
21.0293% 

$ 11,077 
28.273 

$ 

$ 3,772 
7,302 

NIA 

$ 130,317 
0.01546 

s 2,015 
s 2.281 

N/A 

$ 2,699 
2,808 

NIA 
5 (17,196) 

Test 
Year 

5 147,513 $ 
$ 11 1,939 
$ 
s 35,574 

6.50W% 
$ 2.312 
$ 33.262 
s 4.989 
$ 
f 
f 

RUCO 
Recommended 

(17,196) $ 130,317 
S 111.939 
$ 
$ 18.379 

6.5000% 
$ 1,195 
s 17.184 
t 2.578 
s 
t 
$ 

0 5 
f 4.989 I 2,578 

$ 7,302 NIA s 3,772 

15.0000% 

54 Svnchronized Interest Calculation 
55 RateBase 
56 Weighted Average Cost of Debt 
57 Synchronized Interest 



Global Utilities 
Docket No. W-0121%-12-309 ET AL 
Test Year Ended December 31,201 1 

Northern Scottsdale, Inc. 
Schedule RBM-2 

Page 1 of 1 

SUMMARY OF ORIGINAL COST RATE BASE WITH RUCO ADJUSTMENTS 

- -  ~ 
----- ~- -- - - ~ _ _ _  - ~ - _ _ _  - - _ _ _  - __ 

(A) (B) (C) 
Company RUCO 

Line As Filed RUCO As Adjusted 
No. Description OCRBlNRB Adiustments OCRBINRB 

1,921,063 1 Gross Ublity Plant In Service $ 1,921,063 $ - $  

2 Accumulated Depreciation 
3 

4 Advances In Aid Of Const. 

5 Contribution In Aid Of Const. 
6 Accumulated Amortization Of ClAC 
7 NET ClAC (L5 + L6) 

8 Customer Meter Deposits 

9 

Net Utility Plant In Service (Ll + L2) 

Deferred Income Taxes & Credits 

10 Unamortized Finance Charges 

11 Deferred Regulatory Assets 

12 Allowance For Working Capital 

13 TOTAL RATE BASE (Sum L's 3,4,7,8 Thru 12) 

(424,824) (424,824r 
$ 1,496,239 $ - $  1,496,239 

$ (1,824,411) $ - $  (1,824,411) 

$ - $  - $  

$ - $  - $  

$ (10,765) $ - $  (10,765) 

$ 156,959 $ - $  156,959 

- $  

- $  

- $  

- $  

$ - $  - $  

$ (181,978) $ $ (1 81,978) 

References: 
Column (A): Company Schedule B-1 
Column (B): RBM-3, Columns (B) Thru (G) 
Column (C): Column (A) + Column (B) 



Global Utilities 
Docket No. W-20445A-12-0309 et al 
Test Year Ended December 31,201 1 

INTENTIONALLY LEFT BLANK 

Northern Scottsdale, Inc. 
Schedule RBM-3 

Page 1 
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Docket No. W-20445A-12-0309 et al 
Test Year Ended December 31,201 1 

INTENTIONALLY LEFT BLANK 

Northern Scottsdale, Inc. 
Schedule RBM-4 

Page 1 



Global Utilities 
Docket No. W-20445A-12-0309 et al 
Test Year Ended December 31,201 1 

Northern Scottsdale, Inc. 
Schedule RBM-5 

Page 1 

COMPANY PLANT BALANCES 

Plant RUCO 
Line Acct Balance Other Disposals Depreciation 
No. No Account Description 12/31/2010 Additions Costs Expense 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 

303 
304 

306 
307 
308 
309 
310 
31 1 
320 
330.1 
331 
333 
334 
335 
336 
339 
340 
340.1 
34 1 
342 
343 
344 
345 
346 
347 
348 
390.1 
396 

Land and Land Rights 
Structures and Improvements 
Collecting and impounding Reservoirs 
Lake, River and Other Intakes 
Wells and Springs 
Infiltration Galleries 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Equipment 
Distribution Reservoirs and Standpipes 
Transmission and Distribution Mains 
Services 
Meters and Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
Office Furniture And Equipment 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools, Shop And Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Equipment 
Computer Hardware 
SCADA 

Total Plant in Service 

$ 30,374 
20,000 

130,000 

216,158 
377 

182,972 
1,155,497 
60,047 
11,303 
108,312 

775 
2,390 

515 

2,343 

1,727 $ 32,101 
20,000 

130,000 

216,158 
377 

182,972 
1,155,497 
60,047 
11,303 
108,312 

775 
2,390 

515 

2,343 

$ 1,921,063 $ 1,922,790 

References: 
Company Schedules and RUCO Data Request 1.14 



Global Utilities 
Docket No. W-01212A-12-309 ET AL 
Test Year Ended December 31,201 I 

Northern Scottsdale, Inc. 
Schedule RBM-6 

Page 1 

SUMMARY OF ORIGINAL COST RATE BASE WITH COMPANY ADJUSTMENTS 

Line Test Year Post Test BLANK BLANK Adjusted 
No. Description OCRBlFVRB Year Plant OCRB/FVRB 

1 Gross Utility Plant In Service 1,921,063 $ - $  - $  - $ 1,921,063 

(424,824) 
2 
3 Accumulated Depreciation (424,824) 
4 Net Utility Plant In Service (L1 + L2) $ 1,496,239 $ - $  - $  - $ 1,496,239 

5 
6 Advances In Aid Of Const. $ (1,824,411) $ - $  - $  - $ (1,824,411) 
7 

9 Accumulated Amortization Of ClAC 
8 Contribution In Aid Of Const. $ - $  - $  - $  - $  

10 NET CIAC (L5 + L6) $ - $  - $  - $  - $  
11 
12 Customer Meter Deposits 
13 
14 Deferred Income Taxes €i Credits 

- $  - $  - $ (10,765) $ (10,765) $ 

$ 156,959 $ $ - $  - $ 156,959 
15 

17 

19 

21 
22 
23 TOTAL RATE BASE (Sum L's 3,4,7,8 Thru 12) $ (181,978) $ - $  - $  - $ (181,978) 

16 Unamortized Finance Charges $ - $  - $  - $  - $  

18 Deferred Regulatory Assets $ - $  - $  - $  - $  

20 Allowance For Working Capital $ - $  - $  - $  - $  

References: 
Column (A): Company Schedule B-1 
Column (B); Company Schedule 8-2-1 
Column (E); Columns (A) through (D) 



Global Utilities Northern Scottsdale, Inc. 
Docket No. W-0121%-12-309 ET AL Schedule RBM-7 
Test Year Ended December 31,201 1 Page 1 

SUMMARY OPERATING INCOME WITH RUCO ADJUSTMENTS 

- (A) -_ - - - .-(B) _._-_ _ _  ~~- -. - . - ~ ~ -  - ( ~ - - -  -_ _ _  

Actual RUCO RUCO RUCO RUCO 
Line Test Year as Test Year' Test Year As Proposed As 
No. Description Filed Adjustments Adjusted Changes Recommended 

Revenues: 
1 461 Metered Water Revenues 
2 460 Unmetered Water Revenues 
3 474 Other Water Revenues 
4 TOTAL OPERATING REVENUE 
5 
6 Operatina Exwnses: 
7 601 
8 610 
9 615 
10 618 
11 620 
12 621 
13 630 
14 635 
15 636 
16 641 
17 650 
18 657 
19 659 
20 666 
21 670 
22 675 
23 403 
24 403 
25 408 
26 408.1 
27 409 
28 
29 
30 
31 
32 
33 
34 
35 

Salaries And Wages - Employees 
Purchased Water 
Purchased Power 
Chemicals 
Materials And Supplies 
Oftice Supplies and Expense 
Outside Services 
Contractural Services - Testing 
Contractural Services - Other 
Rental of Building I Real Property 
Transportation Expenses 
Insurance - General Liability 
Insurance - Other 
Regulatory Comm. Exp. - Rate Case 
Bad Debt Expense 
Miscellaneous Expense 
Depreciation Expense 
Depreciation Expense - ClAC Amort 
Taxes Other than Income 
Taxes Other that Income - Property 
Income Taxes 

Total Operating Expenses 

Operating Income (Loss) 

$ 145,963 $ - $ 145,963 $ (17,196) $ 128,767 

1,550 1,550 1,550 
- $ 147,513 $ 

$ 19,787 

10,050 
1,286 
(779) 

1,494 
4,483 

728 

504 
1,508 

475 
664 
502 

4,137 
64,552 

326 
3,104 

13,391 

17,769 $ 

10,050 
1.286 
(779) 

1,494 
4,483 

728 

504 
1,508 

475 
664 
738 

2,281 
2,279 

65,325 

326 
2,808 
7,302 

- $  17,769 

10,050 
1,286 
(779) 

1,494 
4,483 

728 

504 
1,508 

475 
664 
738 

2,281 
2,279 

65,325 

326 
2,808 
7,302 

$ 126,212 $ (6,972) $ 119,240 $ - $ 119,240 

21,301 $ 6,972 $ 28.273 $ 

References: 
Column (A): Company Schedule C-1 
Column (B): RBM-8, Columns (B) Thru (J) 
Column (C): Column (A) + Column (B) 
Column (D): Sch. RBM-1, Column (B). LE: Sch RBM-1 page 2 L52 
Column (E): Column (C) + Column (D) 
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Global Utilities 
Docket No. SW-20445A-12-0309 et al 
Test Year Ended December 31,201 1 

OPERATING INCOME ADJUSTMENT NO. 1 
RATE CASE EXPENSE 

Northern Scottsdale, Inc. 
Schedule RBM-10 

Page 1 

No. DESCRIPTION AS FILED ADJUSTMENT AS ADJUSTED 

1 
2 
3 
4 
5 
6 
7 

9 
10 
11 
12 
13 
14 
15 
16 
17 
19 
21 

22 
23 
24 
25 
26 
27 

a 

28 

29 
30 
31 
32 
33 
34 
35 
36 
37 

Rate Case Expense Total for Global Water $ 787,174 $ (368,174) $ 419,000 

Allocation Factor (L36) 0.53% 

Northern Scottsdale Water Company $ 2,213 

3 Amortization Period - 3 years 

RUCO Adjusted Rate Case Expense (L5 I L7) $ 738 

Company Amortized Rate Case Expense for Northern Scottsdale as Filed ( Sch. C-2.2) 

RUCO Pro Forma Rate Case Expense (L9 - L11) 

$ 502 

$ 236 

RUCO Adjustment 

RUCOs Rate Case Expense Adjustment Calculation: 

Inflation factor from October 1, 2010 to July 1, 2012 
$400,000 forGlobal Water. 

Per Consumer Price Index 

Reasonable Amount of Rate Case Expense based on 
Decision No. 71878. 

$ 236 

$ 400,000 

4.75% 

$ 419,000 

RUCO Adjustment (Col. (B) Ln 27 - Col. (A) L 1) $ (368,174) 

Companv 
Operatins Amortized Adiustment by 

Svstem Allocation Factor Based on Svstem Revenue Revenue %t of Total Amt. 

Santa Cruz Water Company 10,705,825 37.41% 105,801 (53,558) 

Willow Valley Water Company 71 7,230 2.51% 9,923 (6,423) 

Palo Verde Utilities Co. $ 11,411,932 39.87% $104,585 $ (48,896) 

Valencia Town Water Company 4 I 940,530 17.26% 35,298 (1 1,189) 

Water Utility of Greater Tonopah 214,736 0.75% 2,140 (1,092) 
Valencia of Greater Buckeye Water Utility 479,427 1.68% 4,142 (1,802) 

Total System Revenud and Percentages 100.00% $262,391 $ (1 22,724) 

References: 
Column (A) Company Schedules C-2.2 
Column (B) CPI Information from Inflation.com 
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Northern Scottsdale, Inc. 
Schedule RBM-12 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 3 
CALCULATION OF DEPRECIATION EXPENSE 

- ~ - _ _ _  - 
(AT- (B) - (C) ~ ~ (DT- --(EJ -- -(F)--- ~- 

Plant RUCO 

_ _ ~  ~~- - 

Line Acct Pnor Dec Balance Other Disposals Depreciation 
No No Account Descnption Dep Rate 12/31/2010 Additions Costs Expense 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 

303 
304 

306 
307 
308 
309 
310 
31 1 
320 

330.1 
331 
333 
334 
335 
336 
339 
340 

340.1 
34 1 
342 
343 
344 
345 
346 
347 
348 

390.1 
396 

Land and Land Rights 
Structures and Improvements 
Collecting and impounding Reservoirs 
Lake, River and Other Intakes 
Wells and Springs 
Infiltration Galleries 
Supply Mains 
Power Generation Equipment 
Pumping Equipment 
Water Treatment Equipment 
Distribution Reservoirs and Standpipes 
Transmission and Distribution Mains 
Services 
Meters and Meter Installations 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
Office Furniture And Equipment 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools, Shop And Garage Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communication Equipment 
Miscellaneous Equipment 
Other Tangible Equipment 
Computer Hardware 
SCADA 

Calculated Depreciation Expense 

Company Reported Depreciation Expense 

RUCO Adjusted Test Year Depreciation Expense 

0.00% 
3.33% 
2.50% 
2.50% 
3.33% 
6.67% 
2.00% 
5.00% 
12.50% 
3.33% 
2.22% 
2.00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 
33.33% 
20.00% 
4.00% 
5.00% 
10.00% 
5.00% 
10.00% 
10.00% 
10.00% 
33.33% 

$ 30,374 
20,000 

130,000 

216,158 
377 

182,972 
1,155,497 

60,047 
11,303 

108,312 
775 

2,390 

515 

2,343 

1,727 
666 

4,329 

27,020 
13 

4,062 
23,110 
2,000 

942 
2,166 

52 
159 

26 

781 
33.33% 

$ 65,324 

64,552 

$ 773 

References: 
Column A : Order 71878 
Column B : RUCO Schedule RBM-5.4 
Column C, D, E : RUCO DR 1.14 
Column F : (Ax B)+((C:E) *A’.5)) 
Column (G) Depreciation Expense as Reported by Company 
Line 34: Company Schedule 82.1 and RUCO Schedule RBM 3.2 
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OPERATING INCOME ADJUSTMENT NO. 4 
BAD DEBT EXPENSE 

Northern Scottsdale, Inc. 
Schedule RMB-13 

Page 1 

(A) (B) (C) (D) (E) 
COMPANY 

COMPANY TEST YEAR ACTUAL RUCO 
Line BAD DEBT ADJUSTMENT, COMPANY BAD DEBT ADJUSTMENT 
- No. Svstem EXPENSE REVENUE CHG. AS FILED WRITE-OFF (D - C) 

1 Valencia Town $ 30,899 $ (1) $ 30,898 $ 24,472 $ (6,426) 
2 
3 Palo Verde 72,207 10,729 82,936 71,312 (11,624) 
4 
5 Greater Tonopah 4,930 (161) 4,769 3,751 (1,018) 
6 
7 Valencia Greater Buckeye 11,720 (425) 11,295 4,805 (6,490) 
8 
9 Santa Cruz 55,174 (1,249) 53,925 73,358 19,433 
10 
11 Willow Valley 8,422 (171) 8,251 4,430 (3,821) 
12 
13 
14 
15 $ 183,352 $ 8,722 $ 192,074 $ 184,409 $ (7,665) 

References: 
Column (A) & (C) Company Schedules C-2 
Column (B) Company Schedule C-2.11 
Column (D) RUCO Data Request 3.01 
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OPERATING INCOME ADJUSTMENT N0.5 
PERSONNELEXPENSE 

Northern Scottsdale, Inc. 
Schedule RBM-14 

Page I 

1 Overtime Hours 
2 
3 Bonuses Operations 
4 
5 Deferred Compensation 
6 
7 Employee Hiring & Moving 
8 
9 Total 
10 
11 Allocation Factor (L28) 
12 
13 
14 
15 Personnel Expense as Filed 
16 
17 
18 
19 RUCO Adjustment (L17-L15) 
20 

21 
22 Palo Verde Utilities Co. 
23 Santa Cruz Water Company 
24 Valencia Town Water Company 
25 Willow Valley Water Company 
26 Water Utility of Greater Tonopah 

Northern Scottsdale Water Company Allocation 

RUCO Pro Forma Expense (L15 + L13) 

Allocation Factor Based on Test Year Revenue 

80101 $ 95,796 $ (47,898) $ 47,898 

801 07 1,160 (580) 580 

80500 293,306 (293,306) 

80901 80,264 (40,132) 40,132 

$ 470,526 $ (381,916) $ 88,610 

0.528% 

$ (2,018) 

$ 19,787 

$ 17,769 

$ (2,018) 

Adiustment bv 
Svstem ODeratina Revenue Percent of Total 

11,411,932 39.873% $ (152,280) 
10,705,825 37.406% (142,858) 
4,940.530 17.262% (65,926) 

717,230 2.506% (9,571) 
214,736 0.750% (2,865) 

27 
28 
29 Total Revenue Percentages 28,620,876 100.00% $ (381,916) 

References: 
Column (A) - RUCO DR 1.08 
Column (C) - Company Schedules C-2 
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Santa Cruz 
Schedule RBM-16 

Page 1 

OPERATING INCOME ADJUSTMENT NO. 7 
PROPERTY TAXES 

LINE RUCO RUCO 
NO. Property Tax Calculation AS ADJUSTED RECOMMENDED 

1 
2 
3 
4a 
4b 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

16 
17 

18 
19 
20 
21 

22 
23 
24 

Adjusted Test Year Revenues 
Multiplied by 2 
Subtotal (L1 X U) 
Adjusted Test Year Revenues 
Recommended Revenue, Per Schedule 
Subtotal (L3 + L4a) 
Number of Years 
Three Year Average (L5 I L6) 
Department of Revenue Mutilplier 
Revenue Base Value (L7 X L8) 
Plus: 10% of CWlP Per Company Schedule E 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + L10 - L11) 
Assessment Ratio 
Assessed Value (L12 L13) 
Composite Property Tax Rate 

RUCO Adjusted Test Year Property Tax Expense (L14 " L15) 
Company Adjusted Test Year Property Tax (Per Company C-I Schedule) 

RUCO Test Year Adjustment (L16-Ll7) 
Property Tax - RUCO Recornmended Revenue (L14 L15) 
RUCO Test Year Adjusted Property Tax Expense (L16) 
Increase/(Decrease) to Property Tax Expense 

Increase/(Decrease) to Property Tax Expense 
Increase in Revenue Requirement 
Increase /(Decrease) to Property Tax per Dollar Increase in Revenue (L22 I L23) 

$ 147,513 $ 147,513 
2 2 

8 295,026 $ 295,026 
147,513 

130,317 
$ 442,539 $ 425,343 

3 3 
$ 147,513 $ 141,781 

2 2 
$ 295,026 $ 283,562 

$ 295,026 $ 283,562 
19.0% 19.0% 

$ 56,055 $ 53,877 
5.0100% 5.0100% 

$ 2,808 
3,104 

2.699 
$ (296) 

0 

$ (1 09) 

$ (1 09) 

2,808 

- 
(1 7,196) 

0.006346 
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OPERATING INCOME ADJUSTMENT NO. 8 
ADJUSTED TEST YEAR INCOME TAX EXPENSE 

Northern Scottsdale, Inc. 

Page 1 
RBM-17 

- _ - _ _  . _ -_ _ _  - - ~  _ ~ _ _ _  _ _  _ _  - - -~ __-- - 

Line 
No Description Amount 
1 
2 Total Adjusted Test Year Income Tax Expense As Filed by Company $ 13,391 
3 
4 7,302 
5 
6 RUCO Adjusted Test Year Income Taw Expense Adjustment $ (6,089) 
7 

- 

Total Adjusted Test Year Income Tax Expense Per RUCO 
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Global Utilities Northern Scottsdale, Inc. 
Docket No. W-01212A-12-309 ET AL Schedule RBM-18 
Test Year Ended December 31,201 1 Page 1 

COST OF CAPITAL 
_ -  - _ _  - - _ _  - -- - -  

- -- (f5)--- (C) (D) (E) (F) 
- __- _- - -~ _ _  -- - 

(A) 
COMPANY RUCO WEIGHTED 

LINE AS RUCO AS CAPITAL COST 
NO. DESCRIPTION FILED ADJUSTMENTS ADJUSTED RATIO COST RATE 

1 Short-term Debt $ - $  - $  0.00% 0.00% 0.00% 

2 Long-term Debt $ - $  - $  0.00% 0.00% 0.00% 

3 Common Equity $ (233,834) $ - $ (233,834) 100.00% 8.50% 8.50% 

4 TOTAL CAPITAL $ (233,834) $ - $ (233,834) 100.00% 

5 COST OF CAPITAL 8.50% 

References: 
Columns (A) Thru (F): Testimony, WAR 
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BEFORE THE ARIZONA CORPORATION COMMISSION 

COMMISSIONERS 
BOB STUMP, Chairman 
GARY PIERCE 
BRENDA BURNS 
BOB BURNS 
SUSAN BITTER SMITH 

IN THE MATTER OF THE APPLICATION OF 

FOR THE ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES FOR UTILITY 
SERVICE DESIGNED TO REALIZE A REASONABLE 
RATE OF RETURN ON THE FAIR VALUE OF ITS 
PROPERTY THROUGHOUT THE STATE OF ARIZONA 

VALENCIA WATER COMPANY - TOWN DIVISION 

IN THE MATTER OF THE APPLICATION OF 

COMPANY FOR THE ESTABLISHMENT OF JUST ANC 
REASONABLE RATES AND CHARGES FOR UTILITY 
SERVICE DESIGNED TO REALIZE A REASONABLE 
RATE OF RETURN ON THE FAIR VALUE OF ITS 
PROPERTY THROUGHOUT THE STATE OF ARIZONA 

GLOBAL WATER - PAL0 VERDE UTILITIES 

IN THE MATTER OF THE APPLICATION OF WATER 
UTILITY OF NORTHERN SCOTTSDALE, INC. FOR A 
RATE INCREASE 

IN THE MATTER OF THE APPLICATION OF 
WATER UTILITY OF GREATER TONOPAH FOR 
THE ESTABLISHMENT OF JUST AND REASONABLE 
RATES AND CHARGES FOR UTILITY SERVICE 
DESIGNED TO REALIZE A REASONABLE RATE OF 
RETURN ON THE FAIR VALUE OF ITS PROPERTY 
THROUGHOUT THE STATE OF ARIZONA 

IN THE MATTER OF THE APPLICATION OF 

BUCKEYE DMSION FOR THE ESTABLISHMENT OF 
JUST AND REASONABLE RATES AND CHARGES FOI 
UTILITY SERVICE DESIGNED TO REALIZE A 
REASONABLE RATE OF RETURN ON THE FAIR 
VALUE OF ITS PROPERTY THROUGHOUT THE 
STATE OF ARIZONA 

VALENCIA WATER COMPANY - GREATER 

1 
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)OCKET NO. W-0245 1A- 12-03 13 
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tN THE MATTER OF THE APPLICATION OF 
WILLOW VALLEY WATER COMPANY FOR THE 
ESTABLISHMENT OF JUST AND REASONABLE 
RATES AND CHARGES FOR UTILITY SERVICE 
DESIGNED TO REALIZE A REASONABLE RATE OF 
RETURN ON THE FAIR VALUE OF ITS PROPERTY 
THROUGHOUT THE STATE OF ARIZONA 

N THE MATTER OF THE APPLICATION OF 

FOR THE ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES FOR UTILITY 
SERVICE DESIGNED TO REALIZE A REASONABLE 
RATE OF RETURN ON THE FAIR VALUE OF ITS 
PROPERTY THROUGHOUT THE STATE OF ARIZONA 

SLOBAL WATER - SANTA CRUZ WATER COMPANY 

DOCKET NO. W-1732A-12-03 15 

NOTICE OF ERRATA 

DOCKET NO. W-20446A-12-03 14 

The Residential Utility Consumer Office (“RUCO”) hereby provides a notice of errata to 

correct the Docket Numbers in the Executive Summary and a Revised Table of Contents to the 

Direct Testimony of Robert B. Mease. 

RESPECTFULLY SUBMITTED this gth day of July, 20 13. 

Counsel 

AN ORIGINAL AND THIRTEEN 
COPIES of the foregoing filed this 
9* day of July, 2013 with: 

Docket Control 
Arizona Corporation Comission 
1200 W. Washington 
Phoenix, AZ 85007 
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COPIES of the foregoing hand delivered 
nailed this 9* day of July, 20 13 to: 

Maureen Scott 
Wesley Van Cleve 
Legal Division 
4rizona Corporation Commission 
1200 W. Washington 
Phoenix, AZ 85007 

Steve Olea 
Utilities Division 
Arizona Corporation Commission 
1200 W. Washington 
Phoenix, AZ 85007 

Lyn Farmer 
Hearing Division 
Arizona Corporation Commission 
1200 W. Washington 
Phoenix, AZ 85007 

Timothy Sabo 
Michael Patten 
Roshka, DeWulf & Patten PLC 
400 E. Van Buren, Suite 800 
Phoenix, AZ 85004 
Attorneys for Valencia Water Company, Inc., 
Global Water - Palo Verde Utilities 
Company; Water Utility of Northern Scottsdale; 
Water Utility of Greater Tonopah, Inc.; 
Valencia Water Company - Greater Buckeye 
Division; Global Water - Santa Cruz Water 
Company and Willow Valley Water Co., Inc. 

Garry D. Hays 
The Law OEces of Garry D. Hays, PC 
1702 E. Highland Ave., Suite 204 
Phoenix, AZ 85016 
Attorneys for New World Properties, Inc. 
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Jeffrey W. Crockett 
Brownstein Hyatt Farber Schreck, LLP 
One E. Washington St., Suite 2400 
Phoenix, AZ 85004 
Attorneys for New World Properties, Inc. 

Lawrence V. Robertson, Jr. 
Attorney at Law 
P.O. Box 1448 
Tubac, AZ 85646 
Attorney for the City of Maricopa, AZ 

Michele Van Quathem 
Sheryl A. Sweeney 
Ryley Carlock & Applewhite 
One N. Central Ave., Suite 1200 
Phoenix, AZ 85004-4417 
Attorneys for Maricopa Area Homeowners Assoc. 

Steven P. Tardiff 
44840 W. Paitilla Lane 
Maricopa, AZ 85139 

Willow Valley Club Association 
c/o Gary McDonald, Chairman 
1240 Avalon Ave. 
Havasu City, AZ 86404 

DanaL. Jennings 
42842 W. Morning Dove Lane 
Maricopa, AZ 85 13 8 

Andy and Marilyn Mausser 
20828 N. Madison Dr. 
Maricopa, AZ 85138 
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3irect Testimony of Rckrt B. Mease 
Slobal Utilities 
3ocket No. W-01212A-12-0309 ET AL. 

EXECUTIVE SUMMARY 

On July 9, 2012, Global Water, LLC (“Global Water” or “Company”) filed 
general rate applications for Valencia Water Company - Town Division 
(VWCT”), Global Water - Palo Verde Utilities Company (“Palo Verde”), 
Water Utility of Northern Scottsdale (“WUNS”), Water Utility of Greater 
Tonopah (“WUGT”), Valencia Water Company - Greater Buckeye Division 
(“WCGB”), Global Water - Santa Cruz Water Company, (“Santa Cruz”), 
and Willow Valley Water Company (“Willow Valley”) for the establishment 
of just and reasonable rates using a test year ending December 31 , 201 1. 
WUGT and W C G B  are classified as Class C utilities; WUNS is classified 
as a Class D utility while the remaining four locations are classified as 
Class A utilities. 

On July 12, 2012 a Motion to Consolidate was filed by the Company and 
on November 20,2012, the motion was granted under Docket No. 
W-01212A-12-0309 ET AL. 

The Company’s water utilities included in the application(s) serve 
approximately 23,900 customers while the wastewater utility (“Palo 
Verde”) serves approximately 15,800 customers. In addition to requesting 
an adjustment in rates the Company is also requesting new and revised 
tariffs, license fee adjustment mechanisms for CAGRD and the City of 
Maricopa, approving a Distribution System Improvement Charge (DSIC) 
for it water systems and a Collection System Improvement Charge (CSIC) 
for its wastewater system. Finally the Company is requesting 
consolidation of the rates for (“WUGT”), ( “WCT) ,  and (“WCGB”). 

Global Water’s Application requests and RUCO’s proposed gross revenue 
increases are as follows: 

Svstem 
Palo Verde 

Santa Cruz 

WVCT 

WUGT 

Willow Valley 

WVCG 

WUNS 

Cornuanv Reauested 
Increase Percent 
$3,662,560 27.9% 

$2,726,367 26.1 % 

$823,424 16.7% 

$677,458 326.6% 

$507,537 72.2% 

$36,422 7.7% 

$2,844 1.9% 

I 

RUCO Proposed 

Increase Percent 
$1,337,539 10.20% 

$1,454,179 13.90% 

$176,472 3.58% 

$32,753 7.31 % 

$396,281 56.40% 

($12,406) -0.03% 

($17,196) -11.66% 
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Docket No. W-O1212A-0309 ET AL. 

Global Water‘s Application requests and RUCO’s proposed rate base and 
rate of return on the fair value rate base (FVRB) are as follows: 

OCRB / FVRB RATE OF RETURN 
System Companv RUCO ComDanv RUCO 
Palo Verde $60,166,756 $52,813,708 8.81% 7.39% 

Santa Cruz $38,014,243 $33,994,203 8.79% 7.46% 

VWCT $2,323,476 $1,650,906 10.27% 7.91 % 

WUGT $2,206,816 ($1,437,481) 10.72% 8.19% 

willow 
Valley $2,359,391 $2,278,955 10.60% 8.03% 

VWCGB $634,978 $634.979 11.18% 8.39% 

WUNS ($1 81,978) ($181,978) 14.44% 8.50% 

RUCO’s Chief of Accounting and Rates, Mr. William A. Rigsby, will 
provide testimony on RUCO’s recommended cost of capital and on the 
Company’s request for a DSlC and CISC. Mr. Robert B. Mease, RUCO’s 
Associate Chief of Accounting and Rates, will present testimony on each 
systems revenue requirements. 

.. 
II 



GLOBAL UTILITIES 

DOCKET NO. W-O1212A-12-0309 ET AL 

DIRECT TESTIMONY 

OF 

WILLIAM A. RIGSBY 

ON 

COST OF CAPITAL 

ON BEHALF OF 

THE 

RESIDENTIAL UTILITY CONSUMER OFFICE 

JULY 8,2013 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

Direct Testimony of William A. Rigsby 
Slobal Utilities 
Docket No. W-01212A-12-0309 et al 

TABLE OF CONTENTS 

EXECUTIVE SUMMARY ........................................................................................ i 

I NTRO DUCTION.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1 

SUMMARY OF TESTIMONY AND RECOMMENDATIONS .,............. .. ..... ........ .. 4 

COST OF EQUITY CAPITAL ............................................................................... 9 

Discounted Cash Flow (DCF) Method .............................................................. 9 

Capital Asset Pricing Model (CAPM) Method ....... .............,.. ....... ...... ........... .. 30 

Current Economic Environment.. ... . . . . . . . . . . . . . .. . . .. . . . . . . . . . . . . . . . . . ,. . . . . .. .. . . . . . . .. . . . . . . . . . . 38 

COST OF DEBT ................................................................................................. 55 

CAPITAL STRUCTURE ..................................................................................... 56 

WEIGHTED AVERAGE COST OF CAPITAL ..................................................... 58 

COMMENTS ON GLOBAL UTILITIES’ COST OF EQUITY CAPITAL 

TESTIMONY . ... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . . .. . . . . . . . . . . .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 59 

DCF Comparison ............................................................................................ 62 

CAPM Comparison ....... ... ........... .. ......... .. . ....... . ..... ....................... ....... . .......... 64 

APPENDIX 1 - Qualifications of William A. Rigsby, CRRA 

ATTACHMENT A -Value Line Water Utility Industry Update 

ATTACHMENT B -Value Line Natural Gas Utility Industry Update 

ATTACHMENT C - Zacks Earnings Projections 

ATTACHMENT D - Value Line Selected Yields 

SCHEDULES WAR-1 through WAR-9 



1 

2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 

Iirect Testimony of William A. Rigsby 
;lobal Utilities 
locket No. W-01212A-12-0309 et al 

EXECUTIVE SUMMARY 

Based on the Residential Utility Consumer Office’s (“RUCO”) analysis of 
the applications for a permanent rate increase (“Applications”) of Global 
Water - Palo Verde Utilities Company (“Palo Verde”); Global Water - 
Santa Cruz Water Company (“Santa Cruz”); Global Water - Valencia 
Water Company - Town Division (“WVCT); Water Utility of Greater 
Tonopah, Inc. (“WUGT”); Willow Valley Water Company, Inc. (“Willow 
Valley”); Valencia Water Company - Greater Buckeye Division 
(“VWCGB”); and Global Water - Water Utility of Northern Scottsdale 
(“W U N SI’) (co I lect ive I y “A p p I i ca n ts I’ “GI o ba I Uti I i t ies ’I or “Company ”) w h i c h 
were filed with the Arizona Corporation Commission (“ACC” or 
‘Commission”) on July 9, 2012, RUCO recommends the following: 

Cost of Common Equity - RUCO recommends that the Commission 
adopt an 8.50 percent cost of common equity. This 8.50 percent figure 
falls within the range of results obtained in RUCO’s cost of equity analysis, 
and is 294 basis points lower than the 11.44 percent cost of equity capital 
proposed by the Company in its application for a permanent rate increase. 

Costs of Debt - RUCO recommends that the Commission adopt the 
Company-proposed following costs of short-term and long-term debt: 

Short-term Long-term 

Palo Verde 0.00% 6.36% 

Santa Cruz 0.00% 6.58% 

W C T  5.95% 5.69% 

WUGT 6.22% 6.33% 

Willow Valley 5.17% 4.68% 

W C G B  6.78% 6.24% 

WUNS 0.00% 0.00% 

Capital Structures - RUCO recommends that the Commission adopt the 
Company-proposed capital structures of the Applicants as follows: 

I 
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Palo Verde 

Santa Cruz 

VWCT 

WUGT 

Willow Valley 

VWCGB 

WUNS 

S-T Debt 

0.00% 

0.00% 

1.17% 

0.82% 

0.89% 

0.49% 

0.00% 

L-T Debt 

51.73% 

54.50% 

20.17% 

13.18% 

11.65% 

4.61 % 

0.00% 

Equitv 

48.27% 

45.50% 

78.66% 

86.00% 

87.46% 

94.90% 

100.00% 

Weighted Average Costs of Capital - RUCO recommends that the 
Commission adopt the following weighted average costs of capital 
(“WACC”) which are the weighted costs of RUCO’s recommended costs of 
short-term debt and long-term debt and cost of common equity: 

Palo Verde 

WACC 

7.39% 

Santa Cruz 7.46% 

VWCT 7.91 % 

WUGT 8.19% 

Willow Valley 8.03% 

WVCGB 8.39% 

WUNS 8.50% 

RUCO is also recommending that its WACC for WUGT and WUNS be 
adopted as operating margins due to the fact that both systems have 
negative rate bases. 

RUCO disagrees with a number of inputs that the Company’s cost of 
capital consultant relied on in both the discounted cash flow (“DCF”) 
model and the capital asset pricing model (“CAPM”) which were used to 
develop a proposed cost of common equity estimate of 11.44 percent. 

ii 
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RUCO also disagrees with the Company’s heavy reliance on comparable 
earnings and its use of a 120 basis point Arizona risk premium. 

iii 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

I 9  

20 

21 

22 

23 

lirect Testimony of William A. Rigsby 
Slobal Utilities 
locket No. W-01212A-12-0309 et al 

NTRODUCTION 

1. 

4. 

3. 

4. 

Please state your name, occupation, and business address. 

My Name is William A. Rigsby. I am the Chief of Accounting and Rates 

for the Residential Utility Consumer Ofice (“RUCO”) located at 11 10 W. 

Washington, Suite 220, Phoenix, Arizona 85007. 

Please describe your qualifications in the field of utilities regulation 

and your educational background. 

I have been involved with utilities regulation in Arizona since 1994. During 

that period of time I have worked as a utilities rate analyst for both the 

Arizona Corporation Commission (“ACC” or “Commission”) and for RUCO. 

I hold a Bachelor of Science degree in the field of finance from Arizona 

State University and a Master of Business Administration degree, with an 

emphasis in accounting, from the University of Phoenix. I have been 

awarded the professional designation, Certified Rate of Return Analyst 

(“CRRA”) by the Society of Utility and Regulatory Financial Analysts 

(“SURFA). The CRRA designation is awarded based upon experience 

and the successful completion of a written examination. Appendix I, which 

is attached to my direct testimony further describes my educational 

background and also includes a list of the rate cases and regulatory 

matters that I have been involved with. 

1 



1 

2 

3 

4 

5 

6 

7 

8 

9 

I O  

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

,irect Testimony of William A. Rigsby 
;lobal Utilities 
becket No. W-01212A-12-0309 et al 

2. 

4. 

... 

What is the purpose of your testimony? 

The purpose of my testimony is to present recommendations that are 

based on my analysis of the applications for a permanent rate increase 

(“Applications”) of Global Water - Palo Verde Utilities Company (“Palo 

Verde”); Global Water - Santa Cruz Water Company (“Santa Cruz”); 

Global Water - Valencia Water Company - Town Division (“VWCT); Water 

Utility of Greater Tonopah, Inc. (“WUGT); Willow Valley Water Company, 

Inc. (“Willow Valley”); Valencia Water Company - Greater Buckeye 

Division (“WVCGB”); and Global Water - Water Utility of Northern 

Scottsd ale (“W U N S”) (collectively “Ap p I ica n ts, ” “G lo ba I Utilities, ” or 

“Company”) which were filed with the Arizona Corporation Commission 

(“ACC” or “Commission”) on July 9, 2012. 

The Global Utilities have chosen the operating period ended December 

31, 201 1 for the test year (“Test Year”) in this proceeding. The Company 

has elected not to conduct a reconstruction cost new less depreciation 

study (“RCND”) for the purpose of establishing a fair value rate base, and 

to use the Applicant‘s original cost rate base as their fair value rate base 

for the purpose of establishing a fair value rate of return on its invested 

capita I. 

2 
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1. 

i. 

2. 

4. 

2. 

I. 

3. 

1. 

Q. 

A. 

Briefly describe the Applicants. 

The Applicants are all wholly owned subsidiaries of Global Water 

Resources, Inc. (“GWRI”) which in turn is owned by Global Water 

Resources Corp. (‘GWRC’’ or “Parent”) a publicly traded Canadian firm 

which is listed on the Toronto Stock Exchange (stock ticker symbol GWR). 

Is this your first case involving the Company? 

No. 

included all of the Applicants in this filing with the exception of WUNS. 

I testified in the Company’s prior rate case during 2009 which 

What areas will you address in your direct testimony? 

I will address the cost of capital issues associated with the case. 

Will RUCO also offer direct testimony on the rate base, operating 

income and rate design issues in this proceeding? 

Yes. The rate base and operating income issues associated with the case 

will be addressed by RUCO witness Robert B. Mease. Mr. Mease will 

also provide testimony on rate design. 

Please explain your role in RUCO’s analysis of the Company’s 

Applications. 

I reviewed the Company’s Applications and performed a cost of capital 

analysis to determine a fair rate of return on the Company’s invested 

3 
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capital. In addition to my recommended capital structure, my direct 

testimony will present my recommended cost of common equity (the 

Company has no preferred stock) and my recommended costs of short- 

term and long-term debt. The recommendations contained in this 

testimony are based on information obtained from Company responses to 

data requests, the Company’s Applications, and from market-based 

research that I conducted during my analysis. 

7. 

4. 

Please identify the exhibits that you are sponsoring. 

I am sponsoring Exhibit 1, Attachments A through D and Schedules WAR- 

I through WAR-9. 

SUMMARY OF TESTIMONY AND RECOMMENDATIONS 

3. 

4. 

Briefly summarize how your cost of capital testimony is organized. 

My cost of capital testimony is organized into seven sections. First, the 

introduction I have just presented and second, a summary of my testimony 

and recommendations that I am about to give. Third, I will present the 

findings of my cost of equity capital analysis, which utilized both the 

discounted cash flow (“DCF”) method, and the capital asset pricing model 

(ICAPM”). These are the two methods that RUCO and ACC Staff have 

consistently used for calculating the cost of equity capital in rate case 

proceedings in the past, and are the methodologies that the ACC has 

given the most weight to in setting allowed rates of return for utilities that 

4 
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operate in the Arizona jurisdiction. In this third section I will also provide a 

brief overview of the current economic climate within which the Company 

is operating. Fourth, I will discuss my recommended costs short-term and 

of long-term debt for the Applicants. The fifth section of my direct 

testimony is devoted to a discussion of my recommended capital 

structures for the Applicants. Sixth I will discuss my recommended 

weighted average costs of capital for the Applicants. In the Seventh and 

final section, I will comment on the Company’s cost of capital testimony. 

Attachments A through D and Sche dules WAR-1 through WAR-9 will 

provide support for my cost of capital analysis. 

Q. 

A. 

Please summarize the recommendations and adjustments that you 

will address in your testimony. 

Based on the results of my analysis, I am making the following 

recommendations: 

Cost of Common Equity - I am recommending that the Commission 

adopt an 8.50 percent cost of common equity. This 8.50 percent figure 

falls within the range of results obtained in my cost of equity analysis, and 

is 294 basis points lower than the 11.44 percent cost of common equity 

capital proposed by the Company in its Applications. 
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Costs of Debt - I am recommending that the Commission adopt the 

Company-proposed following costs of short-term and long-term debt: 

Palo Verde 

Santa Cruz 

WVCT 

WUGT 

Willow Valley 

WVCGB 

WUNS 

Short-term 

0.00% 

0.00% 

5.95% 

6.22% 

5.17% 

6.78% 

0.00% 

Long-term 

6.36% 

6.58% 

5.69% 

6.33% 

4.68% 

6.24% 

0.00% 

Capital Structures - I am recommending that the Commission adopt the 

Company-proposed capital structures of the Applicants as follows: 

Palo Verde 

Santa Cruz 

WVCT 

WUGT 

Willow Valley 

WVCGB 

WUNS 

S-T Debt 

0.00% 

0.00% 

1.17% 

0.82% 

0.89% 

0.49% 

0.00% 

6 

L-T Debt 

51.73% 

54.50% 

20.17% 

13.18% 

11.65% 

4.61 % 

0.00% 

Equity 

48.27% 

45.50% 

78.66% 

86.00% 

87.46% 

94.90% 

100.00% 
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Weighted Average Costs of Capital- I am recommending that the 

Commission adopt the following weighted average costs of capital 

(“WACC”) which are the weighted costs of RUCO’s recommended costs of 

short-term debt and long-term debt and cost of common equity: 

Palo Verde 

Santa Cruz 

VWCT 

WUGT 

Willow Val ley 

VWCGB 

WUNS 

WACC 

7.39% 

7.46% 

7.91 % 

8.19% 

8.03% 

8.39% 

8.50% 

I am also recommending that my WACC for WUGT and WUNS be 

adopted as operating margins due to the fact that both systems have 

negative rate bases. 

Q. 

A. 

Why do you believe that your recommended WACC are appropriate 

rates of return for the Applicants to earn on their invested capital? 

The various WACC figures that I am recommending meet the criteria 

established in the landmark Supreme Court cases of Bluefield Water 

Works & Improvement Co. v. Public Service Commission of West Virqinia 

(262 U.S. 679, 1923) and Federal Power Commission v. Hope Natural 

7 
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Gas Company (320 U.S. 391, 1944). Simply stated, these two cases 

affirmed that a public utility that is efficiently and economically managed is 

entitled to a return on investment that instills confidence in its financial 

soundness, allows the utility to attract capital, and also allows the utility to 

perform its duty to provide service to ratepayers. The rate of return 

adopted for the utility should also be comparable to a return that investors 

would expect to receive from investments with similar risk. 

The Hope decision allows for the rate of return to cover both the operating 

expenses and the “capital costs of the business” which includes interest 

on debt and dividend payment to shareholders. This is predicated on the 

belief that, in the long run, a company that cannot meet its debt obligations 

and provide its shareholders with an adequate rate of return will not 

continue to supply adequate public utility service to ratepayers. 

Q. 

4. 

Do the Bluefield and Hope decisions indicate that a rate of return 

sufficient to cover all operating and capital costs is guaranteed? 

No. Neither case guarantees a rate of return on utility investment. What 

the Bluefield and Hope decisions do allow, is for a utility to be provided 

with the opporfunity to earn a reasonable rate of return on its investment. 

That is to say that a utility, such as the Global Utilities, are provided with 

the opportunity to earn an appropriate rate of return if their management 

8 
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exercises good judgment and manages assets and resources in a manner 

that is both prudent and economically efficient. 

COST OF EQUITY CAPITAL 

Q. 

4. 

What is your final recommendeG cost of equi,j capital for the Globa 

Utili ties? 

I am recommending a cost of equity of 8.50 percent. My recommended 

8.50 percent cost of equity falls within the range of results derived from my 

DCF and CAPM analyses, which utilized a sample of publicly traded water 

providers and a sample of natural gas local distribution companies 

(“LDCs”). The results of my DCF and CAPM analyses are summarized on 

page 2 of my Schedule WAR-1. 

Discounted Cash Flow (DCF) Method 

Q. 

4. 

Please explain the DCF method that you used to estimate the 

Company’s cost of equity capital. 

The DCF method employs a stock valuation model known as the constant 

growth valuation model, that bears the name of Dr. Myron J. Gordon (i.e. 

the Gordon model), the professor of finance who was responsible for its 

development. Simply stated, the DCF model is based on the premise that 

the current price of a given share of common stock is determined by the 

present value of all of the future cash flows that will be generated by that 

share of common stock. The rate that is used to discount these cash 
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flows back to their present value is often referred to as the investor's cost 

of capital (i.e. the cost at which an investor is willing to forego other 

investments in favor of the one that he or she has chosen). 

Another way of looking at the investor's cost of capital is to consider it from 

the standpoint of a company that is offering its shares of stock to the 

investing public. In order to raise capital, through the sale of common 

stock, a company must provide a required rate of return on its stock that 

will attract investors to commit funds to that particular investment. In this 

respect, the terms "cost of capital" and "investor's required return" are one 

in the same. For common stock, this required return is a function of the 

dividend that is paid on the stock. The investor's required rate of return 

can be expressed as the percentage of the dividend that is paid on the 

stock (dividend yield) plus an expected rate of future dividend growth. 

This is illustrated in mathematical terms by the following formula: 

+g 
D1 

PO 
k = -  

where: k = the required return (cost of equity, equity capitalization rate), 

- -  - the dividend yield of a given share of stock calculated D1 

PO 

by dividing the expected dividend by the current market 

price of the given share of stock, and 

g = the expected rate of future dividend growth 

10 
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This formula is the basis for the standard growth valuation model that I 

used to determine the Company's cost of equity capital. 

Q. 

4. 

... 

In determining the rate of future dividend growth for the Company, 

what assumptions did you make? 

There are two primary assumptions regarding dividend growth that must 

be made when using the DCF method. First, dividends will grow by a 

constant rate into perpetuity, and second, the dividend payout ratio will 

remain at a constant rate. Both of these assumptions are predicated on 

the traditional DCF model's basic underlying assumption that a company's 

earnings, dividends, book value and share growth all increase at the same 

constant rate of growth into infinity. Given these assumptions, if the 

dividend payout ratio remains constant, so does the earnings retention 

ratio (the percentage of earnings that are retained by the company as 

opposed to being paid out in dividends). This being the case, a 

company's dividend growth can be measured by multiplying its retention 

ratio (1 - dividend payout ratio) by its book return on equity. This can be 

stated as g = b x r. 

11 
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2. 

4. 

Would you please provide an example that will illustrate the 

relationship that earnings, the dividend payout ratio and book value 

have with dividend growth? 

RUCO consultant Stephen Hill illustrated this relationship in a Citizens 

Utilities Company 1993 rate case by using a hypothetical utility.' 

Table I 

Year I Year 2 Year 3 Year 4 Year 5 

Bookvalue $10.00 $10.40 $10.82 $1 I .25 $1 I .70 

Equity Return 10% 10% 10% 10% 10% 

EarningsISh. $1.00 $1.04 $1.082 $1.125 $1.170 

Payout Ratio 0.60 0.60 0.60 0.60 0.60 

Dividend/Sh $0.60 $0.624 $0.649 $0.675 $0.702 

Growth 

4.00% 

N/A 

4.00% 

N/A 

4.00% 

Table I of Mr. Hill's illustration presents data for a five-year period on his 

hypothetical utility. In Year 1, the utility had a common equity or book 

value of $10.00 per share, an investor-expected equity return of ten 

percent, and a dividend payout ratio of sixty percent. This results in 

earnings per share of $1 .OO ($10.00 book value x 10 percent equity return) 

and a dividend of $0.60 ($1.00 earningslsh. x 0.60 payout ratio) during 

Year 1. Because forty percent (1 - 0. 60 payout ratio) of the utility's 

earnings are retained as opposed to being paid out to investors, book 

value increases to $10.40 in Year 2 of Mr. Hill's illustration. Table I 

' 
Testimony, dated December 10, 1993, p. 25. 

Citizens Utilities Company, Arizona Gas Division, Docket No. E-I 032-93-1 11, Prepared 

12 
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presents the results of this continuing scenario over the remaining five- 

year period. 

The results displayed in Table I demonstrate that under "steady-state" (i.e. 

constant) conditions, book value, earnings and dividends all grow at the 

same constant rate. The table further illustrates that the dividend growth 

rate, as discussed earlier, is a function of ( I )  the internally generated 

funds or earnings that are retained by a company to become new equity, 

and (2) the return that an investor earns on that new equity. The DCF 

dividend growth rate, expressed as g = b x r, is also referred to as the 

internal or sustainable growth rate. 

Q. 

4. 

... 

If earnings and dividends both grow at the same rate as book value, 

shouldn't that rate be the sole factor in determining the DCF growth 

rate? 

No. Possible changes in the expected rate of return on either common 

equity or the dividend payout ratio make earnings and dividend growth by 

themselves unreliable. This can be seen in the continuation of Mr. Hill's 

illustration on a hypothetical utility. 

13 
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Year 1 Year 2 

Book Value $10.00 $10.40 

Equity Return 10% 10% 

Earnings/Sh $1 .OO $1.04 

Payout Ratio 0.60 0.60 

DividendISh $0.60 $0.624 

Table II 

Year 3 Year 4 Year 5 Growth 

$10.82 $1 1.47 $1 2.158 5.00% 

15% 15% 15% 10.67% 

$1.623 $1.720 $1.824 16.20% 

0.60 0.60 0.60 N/A 

$0.974 $1.032 $1.094 16.20% 

In the example displayed in Table II, a sustainable growth rate of four 

percent? exists in Year 1 and Year 2 (as in the prior example). In Year 3, 

Year 4 and Year 5, however, the sustainable growth rate increases to six 

pe r~en t .~  If the hypothetical utility in Mr. Hill's illustration were expected to 

earn a fifteen-percent return on common equity on a continuing basis, 

then a six percent long-term rate of growth would be reasonable. 

However, the compound growth rate for earnings and dividends, displayed 

in the last column, is 16.20 percent. If this rate was to be used in the 

DCF model, the utility's return on common equity would be expected to 

increase by fifty percent every five years, [( I  5 percent + 10 percent) - I]. 

This is clearly an unrealistic expectation. 

Although it is not illustrated in Mr. Hill's hypothetical example, a change in 

only the dividend payout ratio will eventually result in a utility paying out 

* [ ( Year 2 EarningdSh - Year 1 EarningdSh ) + Year 1 EarningdSh ] = [ ( $1.04 - $1.00 ) + 

$1 .OO ] = [ $0.04 + $1 .OO ] = 4.00% 

[ ( 1 - Payout Ratio ) x Rate of Return ] = ( 1 - 0.60 ) x 15.00% ] = 0.40 x 15.00% = 6.00% 
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more in dividends than it earns. While it is not uncommon for a utility in 

the real world to have a dividend payout ratio that exceeds one hundred 

percent on occasion, it would be unrealistic to expect the practice to 

continue over a sustained long-term period of time. 

Q. 

4. 

Q. 

A. 

Other than the retention of internally generated funds, as illustrated 

in Mr. Hill's hypothetical example, are there any other sources of new 

equity capital that can influence an investor's growth expectations 

for a given company? 

Yes, a company can raise new equity capital externally. The best 

example of external funding would be the sale of new shares of common 

stock. This would create additional equity for the issuer and is often the 

case with utilities that are either in the process of acquiring smaller 

systems or providing service to rapidly growing areas. 

How does external equity financing influence the growth 

expectations held by investors? 

Rational investors will put their available funds into investments that will 

either meet or exceed their given cost of capital (i.e. the return earned on 

their investment). In the case of a utility, the book value of a company's 

stock usually mirrors the equity portion of its rate base (the utility's earning 

base). Because regulators allow utilities the opportunity to earn a 

reasonable rate of return on rate base, an investor would take into 
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consideration the effect that a change in book value would have on the 

rate of return that he or she would expect the utility to earn. If an investor 

believes that a utility's book value (Le. the utility's earning base) will 

increase, then he or she would expect the return on the utility's common 

stock to increase. If this positive trend in book value continues over an 

extended period of time, an investor would have a reasonable expectation 

for sustained long-term growth. 

Q. 

A. 

Please provide an example of how external financing affects a 

utility's book value of equity. 

As I explained earlier, one way that a utility can increase its equity is by 

selling new shares of common stock on the open market. If these new 

shares are purchased at prices that are higher than those shares sold 

previously, the utility's book value per share will increase in value. This 

would increase both the earnings base of the utility and the earnings 

expectations of investors. However, if new shares sold at a price below 

the pre-sale book value per share, the after-sale book value per share 

declines in value. If this downward trend continues over time, investors 

might view this as a decline in the utility's sustainable growth rate and will 

have lower expectations regarding growth. Using this same logic, if a new 

stock issue sells at a price per share that is the same as the pre-sale book 

value per share, there would be no impact on either the utility's earnings 

base or investor expectations. 
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2. 

4. 

Please explain how the external component of the DCF growth rate is 

determined. 

In his book, The Cost of Capital to a Public Utility,4 Dr. Gordon (the 

individual responsible for the development of the DCF or constant growth 

model) identified a growth rate that includes both expected internal and 

external financing components. The mathematical expression for Dr. 

Gordon's growth rate is as follows: 

- - and V 

where: BV = 

MP = 

g = ( br )  + ( s v )  

DCF expected growth rate, 

the earnings retention ratio, 

the return on common equity, 

the fraction of new common stock sold that 

accrues to a current shareholder, and 

funds raised from the sale of stock as a fraction 

of existing equity. 

I - [ ( B V ) / ( M P ) l  

book value per share of common stock, and 

the market price per share of common stock. 

... 

Gordon, M.J., The Cost of Capital to a Public Utility, East Lansing, MI: Michigan State 1 

University, 1974, pp. 30-33. 
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Q. 

4. 

Q. 

A. 

Q. 

A. 

Did you include the effect of external equity financing on long-term 

growth rate expectations in your analysis of expected dividend 

growth for the DCF model? 

Yes. The external growth rate estimate (sv) is displayed on Page 1 of 

Schedule WAR-4, where it is added to the internal growth rate estimate 

(br) to arrive at a final sustainable growth rate estimate. 

Please explain why your calculation of external growth on page 2 of 

Schedule WAR-4, is the expected growth rate in shares outstanding 

times 1 minus 1 divided by the market-to-book ratio in the equation 

[I -(I / ( M / B ) ) ] .  

In cases when a company is trading at a market price that is greater than 

its book value, multiplying the expected growth rate in shares outstanding 

by the equation [ 1 - ( 1 / ( M / B) ) 3 increases the external growth rate 

and reflects investors’ growth rate expectations associated with the 

issuance of new shares. 

Did the Commission adopt your cost of capital estimate in the prior 

Global Utilities rate case proceeding? 

Yes. The Commission adopted my recommended cost of common equity 

in the 2009 Global Water rate case pr~ceeding.~ Decision No. 71878, 

dated September 14, 201 0 stated the following: 

Docket Number W-02445A-09-0077 
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“We find that the evidence presented by RUCO as a basis for its 
cost of equity recommendation constitutes substantial evidence in 
support of its cost of equity recommendation. We further find that 
the evidence presented by the Company as a basis for its cost of 
equity recommendation contrary to RUCO’s assertion, constitutes 
evidence that is no less substantial in support of its 
recommendation and of Staffs acceptance thereof. The 
methodologies on which each of the parties relied in making their 
cost of equity recommendations are clearly set forth in the hearing 
exhibits. Based on a consideration of all the evidence presented 
in this proceeding, we find a cost of common equity of 9.0 percent 
to be reasonable in this case. This level of return on equity 
reasonably and fairly balances the needs of Applicants and their 
ratepayers, is reflective of current market conditions, and results in 
the setting of just and reasonable rates.” 

Q. 

4. 

2. 

4. 

How did you develop your dividend growth rate estimate? 

I analyzed data on two separate proxy groups. A water company proxy 

group comprised of seven publicly traded water companies and a natural 

gas proxy group consisting of nine natural gas local distribution companies 

(“LDCs”) that have similar operating characteristics to water providers. 

Why did you use a proxy group methodology as opposed to a direct 

analysis of the Company? 

One of the problems in performing this type of analysis is that the utility 

applying for a rate increase is not always a publicly traded company as in 

this case where shares of are closely held and not publicly-traded on a 

stock exchange. Because of this situation, I used the aforementioned 

proxy that includes four publicly-traded water companies and nine LDCs. 
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2. 

I. 

3. 

4. 

Are there any other advantages to the use of a proxy? 

Yes. As I noted earlier, the U.S. Supreme Court ruled in the Hope 

decision that a utility is entitled to earn a rate of return that is 

commensurate with the returns on investments of other firms with 

comparable risk. The proxy technique that I have used derives that rate of 

return. One other advantage to using a sample of companies is that it 

reduces the possible impact that any undetected biases, anomalies, or 

measurement errors may have on the DCF growth estimate. 

What criteria did you use in selecting the companies that make up 

your water company proxy for the Company? 

The seven water companies used in the proxy are publicly traded on the 

both the New York Stock Exchange (“NYSE”) and the NASDAQ.‘ All of 

the water companies are followed by The Value Line Investment Survey 

(“Value Line”) and are the same companies that comprise Value Line’s 

large capitalization Water Utility Industry segment of the U.S. economy 

(Attachment A contains Value Line’s April 19, 2013 update of the water 

utility industry and evaluations of the water companies used in my proxy). 

“NASDAQ“ originally stood fc “National Association of Securities Dealers Automated 
Today it is the second-largest stock exchange in the world, after the New York Quotations”. 

Stock Exchange (“NYSE). 
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Q. 

9. 

Q. 

A. 

Q. 

A. 

Are these the same water utilities that you have used in prior rate 

case proceedings? 

I have used six of the seven water utilities in prior rate case proceedings. 

In this case, I am including Connecticut Water Service, Inc., (NASDAQ 

stock ticker symbol “ClWS”) which was added to Value Line’s Large Cap 

Edition in January 201 3. 

What other water utilities comprise your water company proxy 

group? 

In addition to Connecticut Water Service, Inc., my water company proxy 

group includes American Water Works Company, Inc. (“AWK), American 

States Water Company (stock ticker symbol “AWR), California Water 

Service Group ( “ C W ) ,  Middlesex Water Company (“MSEX), SJW 

Corporation (“SJW), and Aqua America, Inc. (‘WTR). Each of these 

water companies face the same types of risk that AWC faces. For the 

sake of brevity, I will refer to each of the companies in my samples by their 

appropriate stock ticker symbols henceforth. 

Briefly describe the areas served by the companies in your water 

company sample proxy. 

AWK operates in over 30 U.S. states and Canada. AWR serves 

communities located in Los Angeles, Orange and San Bernardino 

counties in California. CWT provides service to customers in seventy-five 
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communities in California, New Mexico and Washington. CWT's principal 

service areas are located in the San Francisco Bay area, the Sacramento, 

Salinas and San Joaquin Valleys and parts of Los Angeles. As described 

earlier in my testimony, CTVVS provides service to 400,000 people in over 

55 towns in Connecticut and Maine. MSEX serves customers in New 

Jersey, Delaware and Pennsylvania. SJW serves approximately 226,000 

customers in the San Jose area and approximately 8,700 customers in a 

region located between Austin and San Antonio, Texas. WTR is a holding 

company for a large number of water and wastewater utilities operating in 

nine different states including Pennsylvania, Ohio, New Jersey, Illinois, 

Maine, North Carolina, Texas, Florida and Kentucky. 

Q. 

A. 

What criteria did you use in selecting the natural gas LDCs included 

in your proxy for the Company? 

As are the water companies that I just described, each of the natural gas 

LDCs used in the proxy are publicly traded on a major stock exchange (all 

nine trade on the NYSE) and are followed by Value Line. Each of the nine 

LDCs in my sample are tracked in Value Line's natural gas Utility industry 

segment. All of the companies in the proxy are engaged in the provision 

of regulated natural gas distribution services. Attachment B of my 

testimony contains Value Line's most recent evaluation of the natural gas 

used for my cost of common equity analysis. proxy group that 
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2. 

4. 

2. 

4. 

Q. 

4. 

What companies are included your natural gas proxy? 

The nine natural gas LDCs included in my proxy (and their NYSE ticker 

symbols) are AGL Resources, Inc. (“AGL”), Atmos Energy Corp. (“ATO”), 

Laclede Group, Inc. (“LG”), New Jersey Resources Corporation (“NJR”), 

Northwest Natural Gas Co. (“NWN’I), Piedmont Natural Gas Company 

(“PNY), South Jersey Industries, Inc. (“SJI”) Southwest Gas Corporation 

(“SWX”), which is the dominant natural gas provider in Arizona, and WGL 

Holdings, Inc. (“WGL”). 

Are these the same LDCs that you have used in prior rate case 

proceedings? 

Yes, I have used these same LDCs in prior cases including two of the 

most recent water company proceedings that I have testified in before the 

  om mission.^ 

Briefly describe the regions of the U.S. served by the nine natural 

gas LDCs that make up your sample proxy. 

The nine LDCs listed above provide natural gas service to customers in 

the Middle Atlantic region (Le. NJR which serves portions of northern New 

Jersey, SJI which serves southern New Jersey and WGL which serves the 

Washington D.C. metro area), the Southeast and South Central portions 

of the U.S. (i.e. AGL which serves Virginia, southern Tennessee and the 

Arizona Water Company Eastern Group Rate Case, Docket No. W-01445A-11-0310 and Pima 7 

Utility Company Docket Numbers W-02199A-11-0329 and SW-02199A-11-0330. 
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Atlanta, Georgia area and PNY which serves customers in North Carolina, 

South Carolina and Tennessee), the South, deep South and Midwest (i.e. 

AT0 which serves customers in Kentucky, Mississippi, Louisiana, Texas, 

Colorado and Kansas, LG which serves the St. Louis area), and the 

Pacific Northwest (Le. NWN which serves Washington state and Oregon). 

Portions of Arizona, Nevada and California are served by SWX. 

Q. 

A. 

Q. 

A. 

... 

Are these the same water and natural gas companies that the 

Company used in its application? 

For the most part, yes. The Company’s consultant, Mathew J. Rowell, 

relied on a sample comprised of eight water providers which excluded 

American Water Works Company, Inc. but included York Water Company 

and Artesian Resources Corp. 

Why didn’t you include York Water Company and Artesian 

Resources Corp. in your sample of water providers? 

Both York Water Company and Artesian Resources Corp. are only 

followed in Value Line’s Small and Mid-Cap Edition which does not 

provide the five-year projections on growth and earnings that I rely on in 

making my cost of common equity estimates. 
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1. 

9. 

Q. 

A. 

Please explain your DCF growth rate calculations for the sample 

companies used in your proxy. 

Schedule WAR-5 provides retention ratios, returns on book equity, internal 

growth rates, book values per share, numbers of shares outstanding, and 

the compounded share growth for each of the utilities included in the 

sample for the historical observation period 2008 to 2012 for both the 

water companies and for the LDCs. Schedule WAR-5 also includes Value 

Line's projected 2013, 2014 and 2016-18 values for the retention ratio, 

equity return, book value per share growth rate, and number of shares 

outstanding for the both the water utilities and the LDCs in my sample. 

Please describe how you used the information displayed in Schedule 

WAR-5 to estimate each comparable utility's dividend growth rate. 

In explaining my analysis, I will use WTR as an example. The first 

dividend growth component that I evaluated was the internal growth rate. 

I used the "b x r" formula (described earlier on pages 11 and 12 of my 

direct testimony) to multiply WTR's earned return on common equity by its 

earnings retention ratio for each year in the 2008 to 2012 observation 

period to derive the utility's annual internal growth rates. I used the mean 

average of this five-year period as a benchmark against which I compared 

the projected growth rate trends provided by Value Line. Because an 

investor is more likely to be influenced by recent growth trends, as 

opposed to historical averages, the five-year mean noted earlier was used 
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only as a benchmark figure. As shown on Schedule WAR-5, Page 2, 

W R  had sustainable internal growth that averaged 3.59 percent during 

the 2008 to 2012 observation period. The company experienced a decline 

in growth from 2.80 percent in 2008, to 2.69 percent in 2009. Internal 

growth then climbed to 4.24 percent during the final year of the 

observation period. Value Line’s analysts expect growth for W R  to 

decline in the coming years. Internal growth is expected to increase to 

5.78 percent in 2013 before falling to 4.31 percent by the end of 2018. 

After weighing Value Line’s earnings and book value estimates, I believe 

that internal growth of 5.00 percent is reasonable for WTR. (Schedule 

WAR-4, Page 1 of 2). 

1. 

4. 

Please continue with the external growth rate component portion of 

your ana lysis. 

Schedule WAR-5 demonstrates that the number of shares outstanding for 

W R  increased from 135.37 million in 2008, to 140.35 million in 2012. 

Value Line is forecasting higher future share growth. According to Value 

Line’s analysts, outstanding shares should increase from 140.50 million in 

2013 to 143.00 million by the end of the 2016-18 time period. Based on 

Value Line’s expectations, I believe that a 0.30% rate of share growth is 

appropriate (Page 2 of Schedule WAR-4). My final dividend growth rate 

estimate for WTR is 5.19 percent (5.00 percent internal growth + 0.19 

percent external growth) and is shown on Page 1 of Schedule WAR-4. 
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Q. 

4. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

What is your average DCF dividend growth rate estimate for your 

sample of water utilities? 

My average DCF dividend growth rate estimate for my water company 

sample is 4.95 percent as displayed on page 1 of Schedule WAR-4. 

Did you use the same approach to determine an average dividend 

growth rate for your proxy of natural gas LDCs? 

Yes. 

What is your average DCF 

sample natural gas utilities? 

My average DCF dividend gro‘ 

dividend growth rate estimate for the 

rth rate estimate for my natural gas sample 

is 5.28 percent, which is also displayed on page 1 of Schedule WAR-4. 

How does your average dividend growth rate estimates on water 

companies compare to the growth rate data published by Value Line 

and other analysts? 

Schedule WAR-6 compares my growth estimates with the five-year 

projections of analysts at both Zacks Investment Research, Inc. (“Zacks”) 

(Attachment C) and Value Line. In the case of the water companies, my 

4.95 percent growth estimate falls below Zacks’ average long-term EPS 

projection of 5.10 percent for the water companies in my sample and 

Value Line’s growth projection of 5.81 percent (which is an average of 
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EPS, DPS and BVPS). My 4.95 percent estimate is 104 basis points 

higher than the 3.91 percent average of Value Line’s historical growth 

results and 6 basis points higher than the 4.89 percent average of the 

growth data published by both Value Line and Zacks. My 4.95 percent 

growth estimate is also 21 basis points higher than Value Line’s 4.74 

percent 5-year compound historical average of EPS, DPS and BVPS. On 

balance, I would say my 4.95 percent growth estimate, derived from Value 

Line data, is not out of line with the growth projections that are available to 

the investing public. 

Q. 

A. 

How do your average growth rate estimates on natural gas LDCs 

compare to the growth rate data published by Value Line and other 

analysts? 

As can be seen on Schedule WAR-6, my 5.28 percent growth estimate for 

the natural gas LDCs is 67 to 80 basis points higher than the average 

4.48 percent average of long-term EPS consensus projection published by 

Zacks, and the 4.61 percent Value Line projected estimate (which is an 

average of EPS, DPS and BVPS). The 5.28 percent estimate that I have 

calculated is 50 basis points lower than the 4.78 percent average of the 5- 

year historic EPS, DPS and BVPS means of Value Line and is also 62 

basis points higher than the combined 4.66 percent Value Line and Zacks 

averages displayed in Schedule WAR-6. In fact, my 5.28 percent growth 

estimate exceeds Value Line’s 4.12 percent 5-year compound historical 
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average of EPS, DPS and BVPS by I16 basis points. In the case of the 

LDCs I would say that my 5.28 percent estimate is more optimistic than 

the growth projections for natural gas LDCs being presented by securities 

analysts at this point in time. 

2. 

4. 

Q. 

A. 

How did you calculate the dividend yields displayed in Schedule 

WAR3? 

For both the water companies and the natural gas LDCs I used the 

estimated annual dividends, for the next twelve-month period, that 

appeared in Value Line’s April 19, 2013 Ratings and Reports water utility 

industry update and Value Line’s June 7, 2012 Ratings and Reports 

natural gas utility update. I then divided those figures by the eight-week 

average daily adjusted closing price per share of the appropriate utility’s 

common stock. The eight-week observation period ran from April 15, 

2013 to June 7, 2013. The average dividend yields were 2.97 percent and 

3.56 percent for the water companies and natural gas LDCs, respectively. 

Based on the results of your DCF analysis, what is your cost of 

equity capital estimate for the water and natural gas utilities included 

in your sample? 

As shown on Schedule WAR-2, the cost of equity capital derived from my 

DCF analysis is 7.92 percent for the water utilities and 8.84 percent for the 
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natural gas LDCs which is 332 to 424 basis points higher than the current 

4.60 percent yield on a safer Baa/BBB-rated utility bond (Attachment D). 

Capital Asset Pricing Model (CAPM) Method 

Q. 

A. 

Please explain the theory behind CAPM and why you decided to use 

it as an equity capital valuation method in this proceeding. 

CAPM is a mathematical tool that was developed during the early 1960’s 

by William F. Sharpe’, the Timken Professor Emeritus of Finance at 

Stanford University, who shared the 1990 Nobel Prize in Economics for 

research that eventually resulted in the CAPM model. CAPM is used to 

analyze the relationships between rates of return on various assets and 

risk as measured by beta.g In this regard, CAPM can help an investor to 

determine how much risk is associated with a given investment so that he 

or she can decide if that investment meets their individual preferences. 

Finance theory has always held that as the risk associated with a given 

investment increases, so should the expected rate of return on that 

investment and vice versa. According to CAPM theory, risk can be 

classified into two specific forms: nonsystematic or diversifiable risk, and 

systematic or non-diversifiable risk. While nonsystematic risk can be 

William F. Sharpe, “A Simplified Model of Portfolio Analysis,” Manaclement Science, Vol. 9, No. 6 

2 (January 1963), pp. 277-93. 

Beta is defined as an index of volatility, or risk, in the return of an asset relative to the return of 
a market portfolio of assets. It is a measure of systematic or non-diversifiable risk. The returns 
on a stock with a beta of 1.0 will mirror the returns of the overall stock market. The returns on 
stocks with betas greater than 1.0 are more volatile or riskier than those of the overall stock 
market; and if a stock‘s beta is less than I .O, its returns are less volatile or riskier than the overall 
stock market. 

9 
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virtually eliminated through diversification (i.e. by including stocks of 

various companies in various industries in a portfolio of securities), 

systematic risk, on the other hand, cannot be eliminated by diversification. 

Thus, systematic risk is the only risk of importance to investors. Simply 

stated, the underlying theory behind CAPM is that the expected return on 

a given investment is the sum of a risk-free rate of return plus a market 

risk premium that is proportional to the systematic (non-diversifiable risk) 

associated with that investment. In mathematical terms, the formula is as 

follows: 

k =  rf + [ a ( rm - rf) ] 

where: k - - the expected return of a given security, 

risk-free rate of return, 

beta coefficient, a statistical measurement of a 

security’s systematic risk, 

average market return (e.9. S&P 500), and 

market risk premium. 

- - rf 

a - - 

- - rrn 

rm - rf = 

Q. What types of financial instruments are generally used as a proxy for 

the risk-free rate of return in the CAPM model? 

Generally speaking, the yields of U.S. Treasury instruments are used by 

analysts as a proxy for the risk-free rate of return component. 

A. 
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2. 

4. 

Please explain why U.S. Treasury instruments are regarded as a 

suitable proxy for the risk-free rate of return? 

As citizens and investors, we would like to believe that U.S. Treasury 

securities (which are backed by the full faith and credit of the United 

States Government) pose no threat of default no matter what their maturity 

dates are. However, a comparison of various Treasury instruments 

(Attachment D) will reveal that those with longer maturity dates do have 

slightly higher yields. Treasury yields are comprised of two separate 

components,” a real rate of interest (believed to be approximately 2.00 

percent) and an inflationary expectation. When the real rate of interest is 

subtracted from the total treasury yield, all that remains is the inflationary 

expectation. Because increased inflation represents a potential capital 

loss, or risk, to investors, a higher inflationary expectation by itself 

represents a degree of risk to an investor. Another way of looking at this 

is from an opportunity cost standpoint. When an investor locks up funds in 

long-term T-Bonds, compensation must be provided for future investment 

opportunities foregone. This is often described as maturity or interest rate 

risk and it can affect an investor adversely if market rates increase before 

the instrument matures (a rise in interest rates would decrease the value 

of the debt instrument). As discussed earlier in the DCF portion of my 

lo As a general rule of thumb, there are three components that make up a given interest rate or 
rate of return on a security: the real rate of interest, an inflationary expectation, and a risk 
premium. The approximate risk premium of a given security can be determined by simply 
subtracting a 91-day T-Bill rate from the yield on the security. 
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testimony, this compensation translates into higher rates of returns to the 

investor. 

2. 

9. 

a. 

4. 

What types of financial instruments are generally used as a proxy for 

the risk-free rate of return in the CAPM model? 

Generally speaking, the yields of U.S. Treasury instruments are used by 

analysts as a proxy for the risk-free rate of return component. 

Please explain why U.S. Treasury instruments are regarded as a 

suitable proxy for the risk-free rate of return? 

As citizens and investors, we would like to believe that U.S. Treasury 

securities (which are backed by the full faith and credit of the United 

States Government) pose no threat of default no matter what their maturity 

dates are. However, a comparison of various Treasury instruments 

(Attachment D) will reveal that those with longer maturity dates do have 

slightly higher yields. Treasury yields are comprised of two separate 

components," a real rate of interest (believed to be approximately 2.00 

percent) and an inflationary expectation. When the real rate of interest is 

subtracted from the total treasury yield, all that remains is the inflationary 

expectation. Because increased inflation represents a potential capital 

loss, or risk, to investors, a higher inflationary expectation by itself 

~~ 

" As a general rule of thumb, there are three components that make up a given interest rate or 
rate of return on a security: the real rate of interest, an inflationary expectation, and a risk 
premium. The approximate risk premium of a given security can be determined by simply 
subtracting a 91-day T-Bill rate from the yield on the security. 
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represents a degree of risk to an investor. Another way of looking at this 

is from an opportunity cost standpoint. When an investor locks up funds in 

long-term T-Bonds, compensation must be provided for future investment 

opportunities foregone. This is often described as maturity or interest rate 

risk and it can affect an investor adversely if market rates increase before 

the instrument matures (a rise in interest rates would decrease the value 

of the debt instrument). As discussed earlier in the DCF portion of my 

testimony, this compensation translates into higher rates of returns to the 

investor. 

1. 

4. 

Q. 

4. 

What security did you use for a risk-free rate of return in your CAPM 

analysis? 

I used an eight-week average of the yield on a 30-year U.S. Treasury 

instrument. The yields were published in Value Line’s Selection and 

Opinion publication dated April 26, 2013 through June 7, 2013 

(Attachment D). This resulted in a risk-free (rf) rate of return of 3.06 

percent. 

Why did you use the yield on a 30-year year U.S. Treasury instrument 

as opposed to a short-term T-Bill? 

While a shorter term instrument, such as a 91-day T-Bill, presents the 

lowest possible total risk to an investor, a good argument can be made 

that the yield on an instrument that matches the investment period of the 
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asset being analyzed in the CAPM model should be used as the risk-free 

rate of return. Because utilities in Arizona generally file for rates every 

three to five years, the yield on a 5-year U.S. Treasury Instrument more 

closely matches the investment period or, in the case of regulated utilities, 

the period that new rates will be in effect. In prior rate cases I have relied 

on the yields of the 5-year Treasury instrument, however for the sake of 

argument in this case, I have used the higher yield of the longer term 30- 

year Treasury bond. As I will discuss later in my testimony, the yields of 

long-term U.S. Treasury instruments are at historic lows as a result of 

recent actions being undertaken by the U.S. Federal Reserve to stimulate 

the U.S. economy. 

Q. 

4. 

How did you calculate the market risk premium used in your CAPM 

analysis? 

I used both a geometric and an arithmetic mean of the historical total 

returns on the S&P 500 index from 1926 to 2012 as the proxy for the 

market rate of return (r,,,). For the risk-free portion of the risk premium 

component (rf), I used the geometric mean of the total returns of long-term 

government bonds for the same eighty-four year period. The market risk 

premium (rm - rf) that results by using the geometric mean of these inputs 

is 3.70 percent (9.80% - 6.10% = 3.70%). The market risk premium that 

results by using the arithmetic mean calculation is 5.40 percent (1 1.80% - 

6.40% = 5.40%). 
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a. 

4. 

Q. 

4. 

How did you select the beta coefficients that were used in your 

CAPM analysis? 

The beta coefficients (a), for the individual utilities used in both my 

proxies, were calculated by Value Line and were current as of April 19, 

2013 for the water companies and June 7, 2013 for the natural gas LDCs. 

Value Line calculates its betas by using a regression analysis between 

weekly percentage changes in the market price of the security being 

analyzed and weekly percentage changes in the NYSE Composite Index 

over a five-year period. The betas are then adjusted by Value Line for 

their long-term tendency to converge toward I .OO. The beta coefficients 

for the service providers included in my water company sample ranged 

from 0.60 to 0.85 with an average beta of 0.70. The beta coefficients for 

the LDCs included in my natural gas sample ranged from 0.60 to 0.75 with 

an average beta of 0.67. 

What are the results of your CAPM analysis? 

As shown on pages 1 and 2 of Schedule WAR-7, my CAPM calculation 

using a geometric mean to calculate the risk premium results in an 

average expected return of 5.65 percent for the water companies and 5.52 

percent for the natural gas LDCs. My calculation using an arithmetic 

mean results in an average expected return of 6.84 percent for the water 

companies and 6.66 percent for the natural gas LDCs. 
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Q. 

9. 

Please summarize the results derived under each of the 

methodologies presented in your testimony. 

The following is a summary of the cost of equity capital derived under 

each methodology used: 

METHOD RESULTS 

DCF (Water Sample) 7.92% 

DCF (Natural Gas Sample) 8.84% 

CAPM water  Sample) 5.65% - 6.84% 

CAPM (Natural Gas) 5.52% - 6.66% 

Based on these results, my best estimate of an unadjusted range for a 

cost of common equity for the Company is 5.52 percent to 8.84 percent. 

My final recommended cost of common equity figure is 8.50 percent which 

falls above the mid-point of 7.18 in the range of estimates shown above 

(Schedule WAR-1, Page 3) and 390 basis points higher than the current 

4.60 percent yield on a safer Baa/BBB-rated utility bond. My final estimate 

also falls within the range of projected returns on book common equity that 

Value Line is projecting for both the water and natural gas utility industries 

(Attachment A & B). 

As I will discuss in more detail in the next section of my testimony, my final 

estimate also takes into consideration current interest rates (as the cost of 

equity moves in the same direction as interest rates) and the current state 

37 



I 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

lirect Testimony of William A. Rigsby 
3lobal Utilities 
2ocket No. W-O1212A-12-0309 et ai 

of the national economy. My final estimate also takes into consideration 

the U.S. Federal Reserve’s decisions not to raise interest rates as long as 

the level of unemployment remains above 6.50 percent and on inflation, 

holding to within a half percentage point of the Fed’s 2.00 percent target.12 

I also took into consideration information on Arizona’s economy and 

current rate of unemployment in making my final cost of equity estimate. 

Q. 

A. 

How does your recommended cost of equity capital compare with 

the cost of equity capital proposed by the Company? 

The 11.44 percent cost of equity capital reflected in the Company’s 

Application is 294 basis points higher than the 8.50 percent cost of equity 

capital that I am recommending. 

Current Economic Environment 

Q. Please explain why it is necessary to consider the current economic 

environment when performing a cost of equity capital analysis for a 

regulated utility. 

A. Consideration of the economic environment is necessary because trends 

in interest rates, present and projected levels of inflation, and the overall 

state of the U.S. economy determine the rates of return that investors earn 

on their invested funds. Each of these factors represent potential risks 

U.S. Federal Reserve press release dated January 30,2013: 12 

http://www.federalreserve.qov/newsevents/press/monetar~/20130130a. htm 
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that must be weighed when estimating the cost of equity capital for a 

regulated utility and are, most often, the same factors considered by 

individuals who are also investing in non-regulated entities. 

2. 

4. 

Please describe your analysis of the current economic environment. 

My analysis begins with a review of the economic events that have 

occurred between 1990 and the present in order to provide a background 

on how we got to where we are now. It also describes how the Board of 

Governors of the Federal Reserve System (“Federal Reserve” or “Fed”) 

and its Federal Open Market Committee (“FOMC”) used its interest rate- 

setting authority to stimulate the economy by cutting interest rates during 

recessionary periods and by raising interest rates to control inflation during 

times of robust economic growth. Schedule WAR-8 displays various 

economic indicators and other data that I will refer to during this portion of 

my testimony. 

In 1991, as measured by the most recently revised annual change in 

gross domestic product (“GDP”), the U.S. economy experienced a rate of 

growth of negative 0.20 percent. This decline in GDP marked the 

beginning of a mild recession that ended sometime before the end of the 

first half of 1992. Reacting to this situation, the Federal Reserve, then 

chaired by noted economist Alan Greenspan, lowered its benchmark 
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federal funds ratel3 in an effort to further loosen monetary constraints - an 

action that resulted in lower interest rates. 

During this same period, the nation's major money center banks followed 

the Federal Reserve's lead and began lowering their interest rates as well. 

By the end of the fourth quarter of 1993, the prime rate (the rate charged 

by banks to their best customers) had dropped to 6.00 percent from a 

1990 level of 10.01 percent. In addition, the Federal Reserve's discount 

rate on loans to its member banks had fallen to 3.00 percent and short- 

term interest rates had declined to levels that had not been seen since 

1972. 

Although GDP increased in 1992 and 1993, the Federal Reserve took 

steps to increase interest rates beginning in February of 1994, in order to 

keep inflation under control. By the end of 1995, the Federal discount rate 

had risen to 5.21 percent. Once again, the banking community followed 

the Federal Reserve's moves. The Fed's strategy, during this period, was 

to engineer a "soft landing." That is to say that the Federal Reserve 

wanted to foster a situation in which economic growth would be stabilized 

without incurring either a prolonged recession or runaway inflation. 

This is the interest rate charged by banks with excess reserves at a Federal Reserve district 
bank to banks needing overnight loans to meet reserve requirements. The federal funds rate is 
the most sensitive indicator of the direction of interest rates, since it is set daily by the market, 
unlike the prime rate and the discount rate, which are periodically changed by banks and by the 
Federal Reserve Board, respectively. 

13 
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2. 

i. 

9. 

4. 

Did the Federal Reserve achieve its goals during this period? 

Yes. The Fed’s strategy of decreasing interest rates to stimulate the 

economy worked. The annual change in GDP began an upward trend in 

1992. A change of 4.50 percent and 4.20 percent were recorded at the 

end of 1997 and 1998 respectively. Based on daily reports that were 

presented in the mainstream print and broadcast media during most of 

1999, there appeared to be little doubt among both economists and the 

public at large that the U.S. was experiencing a period of robust economic 

growth highlighted by low rates of unemployment and inflation. Investors, 

who believed that technology stocks and Internet company start-ups (with 

little or no history of earnings) had high growth potential, purchased these 

types of issues with enthusiasm. These types of investors, who exhibited 

what former Chairman Greenspan described as “irrational exuberance,” 

pushed stock prices and market indexes to all time highs from 1997 to 

2000. Over the next ten years, the FOMC continued to stimulate the 

economy and keep inflation in check by raising and lowering the federal 

funds rate. 

How did the U.S. economy fare between 2001 and 2007? 

The U.S. economy entered into a recession near the end of the first 

quarter of 2001. The bullish trend, which had characterized the last half of 

the 199O’s, had already run its course sometime during the third quarter of 

2000. Disappointing economic data releases, since the beginning of 

41 



I 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

lirect Testimony of William A. Rigsby 
3lobal Utilities 
locket No. W-01212A-12-0309 et a1 

2001, preceded the September 11, 2001 terrorist attacks on the World 

Trade Center and the Pentagon which are now regarded as a defining 

point during this economic slump. From January 2001 to June 2003 the 

Federal Reserve cut interest rates a total of thirteen times in order to 

stimulate growth. During this period, the federal funds rate fell from 6.50 

percent to 1.00 percent. The FOMC reversed this trend on June 29, 2004 

and raised the federal funds rate 25 basis points to 1.25 percent. From 

June 29, 2004 to January 31, 2006, the FOMC raised the federal funds 

rate thirteen more times to a level of 4.50 percent during a period in which 

the economic picture turned considerably brighter as both Inflation and 

unemployment fell, wages increased and the overall economy, despite 

continued problems in housing, grew bri~k1y.l~ 

The FOMC’s January 31, 2006 meeting marked the final appearance of 

Alan Greenspan, who had presided over the rate setting body for a total of 

eighteen years. On that same day, Greenspan’s successor, Ben 

Bernanke, the former chairman of the President’s Council of Economic 

Advisers, and a former Fed governor under Greenspan from 2002 to 

2005, was confirmed by the U.S. Senate to be the new Federal Reserve 

chief. As expected by Fed watchers, Chairman Bernanke picked up 

where his predecessor left off and increased the federal funds rate by 25 

basis points during each of the next three FOMC meetings for a total of 

Henderson, Nell, “Bullish on Bernanke” The Washinaton Post, January 30, 2007 14 
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seventeen consecutive rate increases since June 2004, and raising the 

federal funds rate to a level of 5.25 percent. The Fed’s rate increase 

campaign finally came to a halt at the FOMC meeting held on August 8, 

2006, when the FOMC decided not to raise rates. Once again, the Fed 

managed to engineer a soft landing. 

2. 

4. 

What has been the state of the economy since 2007? 

Reports in the mainstream financial press during the majority of 2007 

reflected the view that the U.S. economy was slowing as a result of a 

worsening situation in the housing market and higher oil prices. The 

overall outlook for the economy was one of only moderate growth at best. 

Also during this period the Fed’s key measure of inflation began to exceed 

the rate setting body’s comfort level. 

On August 7, 2007, the beginning of what is now being referred to as the 

Great Recession; the FOMC decided not to increase or decrease the 

federal funds rate for the ninth straight time and left its target rate 

unchanged at 5.25 percent.15 At the time of the Fed’s decision, analysts 

speculated that a rate cut over the next several months was unlikely given 

the Fed’s concern that inflation would fail to moderate. However, during 

this same period, evidence of an even slower economy and a possible 

l5 Ip, Greg, “Markets Gyrate As Fed Straddles Inflation, Growth” The Wall Street Journal, August 
8,2007 
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recession was beginning to surface. Within days of the Fed’s decision to 

stand pat on rates, a borrowing crisis rooted in a deterioration of the 

market for subprime mortgages, and securities linked to them, forced the 

Fed to inject $24 billion in funds (raised through its open market 

operations) into the credit markets.16 By Friday, August 17, 2007, after a 

turbulent week on Wall Street, the Fed made the decision to lower its 

discount rate (i.e. the rate charged on direct loans to banks) by 50 basis 

points, from 6.25 percent to 5.75 percent, and took steps to encourage 

banks to borrow from the Fed’s discount window in order to provide 

liquidity to lenders. According to an article that appeared in the August 18, 

2007 edition of The Wall Street Journal, l7 the Fed had used all of its tools 

to restore normalcy to the financial markets. If the markets failed to settle 

down, the Fed’s only weapon left was to cut the Federal Funds rate - 

possibly before the next FOMC meeting scheduled on September 18, 

2007. 

Q. 

A. 

Did the Fed cut rates as a result of the subprime mortgage borrowing 

crises? 

Yes. At its regularly scheduled meeting on September 18, 2007, the 

FOMC surprised the investment community and cut both the federal funds 

rate and the discount rate by 50 basis points (25 basis points more than 

Ip, Greg, “Fed Enters Market To Tamp Down Rate” The Wall Street Journal, August 9, 2007 

Ip, Greg, Robin Sidel and Randall Smith, “Fed Offers Banks Loans Amid Crises” The Wall 

16 

17 

Street Journal, August 9, 2007 
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what was anticipated). This brought the federal funds rate down to a level 

of 4.75 percent. The Fed’s action was seen as an effort to curb the 

aforementioned slowdown in the economy. Over the course of the next 

four months, the FOMC reduced the Federal funds rate by a total 175 

basis points to a level of 3.00 percent - mainly as a result of concerns that 

the economy was slipping into a recession. This included a 75 basis point 

reduction that occurred one week prior to the FOMC’s meeting on January 

29, 2008. 

Q. 

A. 

What actions has the Fed taken in regard to interest rates since the 

beginning of 2008? 

The Fed made two more rate cuts which included a 75 basis point 

reduction in the federal funds rate on March 18, 2008 and an additional 25 

basis point reduction on April 30, 2008. The Fed’s decision to cut rates 

was based on its belief that the slowing economy was a greater concern 

than the current rate of inflation (which the majority of FOMC members 

believed would moderate during the economic slowdown).’8 As a result of 

the Fed’s actions, the federal funds rate was reduced to a level of 2.00 

percent. From April 30, 2008 through September 16, 2008, the Fed took 

no further action on its key interest rate. However, the days before and 

after the Fed’s September 16,2008 meeting saw longstanding Wall Street 

Ip, Greg, “Credit Worries Ease as Fed Cuts, Hints at More Relief” The Wall Street Journal, i a  

March 19,2008 
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firms such as Lehman Brothers, Merrill Lynch and AIG failing as a result of 

their subprime holdings. By the end of the week, the Bush administration 

had announced plans to deal with the deteriorating financial condition 

which had now become a worldwide crisis. The administration’s actions 

included former Treasury Secretary Henry Paulson’s request to Congress 

for $700 billion to buy distressed assets as part of a plan to halt what has 

been described as the worst financial crisis since the 1930’s’’. Amidst this 

turmoil, the Fed made the decision to cut the federal funds rate by another 

50 basis points in a coordinated move with foreign central banks on 

October 8, 2008. This was followed by another 50 basis point cut during 

the regular FOMC meeting on October 29, 2008. At the time of this 

writing, the federal funds target rate now stands at 0.25 percent, the result 

of a 75 basis point cut announced on December 16,2008. 

Q. Has the Fed taken any further action to stimulate the economy 

besides cutting rates? 

Yes. At the close of the FOMC’s September 2011 meeting the Fed 

announced its decision to implement a plan that resembled a 1961 

Federal Reserve program known as “Operation Twist”.20 Under this plan, 

the Fed would sell $400 billion in Treasury securities that mature within 

l9 

Markets, But Struggle Looms Over Details” The Wall Street Journal, September 20, 2008 

2o 

September 22,201 1 

Soloman, Deborah, Michael R. Crittenden and Damian Paletta, “U.S. Bailout Plan Calms 

Hilsenrath, Jon and Luca Di Leo “Fed Launches New Stimulus” The Wall Street Journal, 
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three years. The proceeds from these sales would then be reinvested into 

securities that mature in six to 30 years. This action would significantly 

alter the balance of the Fed’s holdings toward long-term securities. In 

addition to selling off its shorter term Treasury holdings, the proceeds from 

the Fed’s maturing mortgage-backed securities would be reinvested in 

other mortgage backed securities. Since 2010, the Fed had been 

reinvesting that money into Treasury bonds, shrinking its mortgage 

portfolio. The overall goal of the Fed’s plan was to reduce long-term 

interest rates in the hope of boosting investment and spending and 

provide a shot in the arm to the beleaguered housing sector of the 

economy. On December 12, 2012, the Federal Open Market Committee 

voted to order a fourth round of quantitative easing, referred to as QE4, 

which authorized the purchase of up to $40 billion worth of agency 

mortgage-backed securities per month, and $45 billion worth of longer- 

term Treasury securities. The goal in buying the $85 billion in securities 

per month is to drive up the cost of available instruments in the market (by 

reducing the existing supply) which has the effect of decreasing their 

effective yields. 

,.. 
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What is the investment community’s current view of the Fed’s low 

interest rate policy? 

A recent opinion piece by Mitch Zacks of Zacks Investment Management, 

published on June 16, 2013, provides some interesting insight into this 

question: 

“Right now the market is intensely focused on trying to determine 
when the Federal Reserve’s quantitative easing program will 
end. Market participants realize that the Federal Reserve has 
stated they will continue with their program until unemployment 
falls to an acceptable level, which would hopefully coincide with 
a pick-up in the economy. 

To recap, the Federal Reserve cut the Fed funds rate to zero in 
order to stimulate the economy in the wake of the financial crisis 
of ‘08. The economy recovered, but did so at a relatively 
lackluster pace, so the chance of a double dip recession in the 
wake of European unrest was real. As a result, the Federal 
Reserve wanted to continue to take stimulus actions. However, 
they were unable to reduce interest rates any further - they 
could not cut rates below zero. 

In order to continue to stimulate the economy, the Federal 
Reserve decided to start actively buying treasury bonds and 
mortgage backed securities to keep long-term rates relatively 
low. The Fed was trying to stimulate the economy by causing 
riskier assets to appreciate, making individuals wealthier, and 
therefore causing them to spend more money. Additionally, by 
buying mortgage backed securities and causing longer-term 
rates to fall, the assets that banks hold on their balance sheets 
would increase in value. This would effectively help increase the 
capitalization of banks, and hopefully increase bank lending. 

Fast forward a few years and we see that the Fed’s plan has 
resulted in asset prices going up and longer-term interest rates, 
such as mortgage rates, being held down. The stimulus activity 
effectively put a tax on individuals who held cash reserves. 
Interestingly enough, the stimulus appears to be working. It has 
caused consumer spending to increase and an upward 
movement in home prices. The concern the market now has is 
whether the economy will be strong enough in the absence of 
the quantitative easing to continue to grow.” 
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Q. 

A. 

Q. 

A. 

... 

What is the current rate of inflation in the U.S.? 

As can be seen on Schedule WAR-8, the current rate of inflation, as 

measured by the consumer price index, is at 1.10 percent according to 

information provided by the U.S. Department of Labor’s Bureau of Labor 

Statistics.21 

Does the Fed have any immediate plans to raise interest rates in 

anticipation of higher inflation? 

No. At the FOMC meeting held on June 18 and 19, 2013, the Fed made 

no changes to the Fed Funds rate. An article published in the Wall Street 

Journal on June 19, 2013 reported that Chairman Bernanke stated at the 

end of the meeting that the Fed could start winding down its $85 billion-a- 

month QE4 bond-buying program later this year and end it altogether by 

mid-2014 if growth picks up as the Fed projects, unemployment comes 

down, and inflation moves closer to the central bank‘s 2.00 percent target. 

Chairman Bernanke went on to say that if those expectations bear out, the 

Fed could stop buying bonds altogether by the middle of next year, when 

officials project unemployment to be around 7.00 percent. 

http://www. bls.qov/news.release/cpi. nrO. htm 21 
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2. 

4. 

Has the Fed’s quantitative easing actions resulted in lower yields on 

long-term Treasury instruments? 

Yes. Despite a recent rise in the yields of longer-term instruments 

(Attachment C), mainly due to uncertainty over when the Fed will reverse 

its policy of quantitative easing, the yields on various treasury and utility 

instruments are currently at historic lows. 

As can be seen on Schedule WAR-8, current Treasury yields are 

considerably lower than corresponding yields that existed during the year 

2000 and, as just noted, U.S. Treasury instruments, are for the most part, 

still at historically low levels. As can be seen on the first page of 

Attachment C, the previously mentioned federal discount rate (the rate 

charged to the Fed’s member banks), has remained steady at 0.75 

percent since June of 201 2.22 

As of June 14, 2013, leading interest rates that include the 3-month, 6- 

month and l-year treasury yields have decreased 3 to 6 basis points from 

their June 2012 levels. Longer term yields including the 5-year, 10-year 

and 30-year have increased somewhat from levels that existed a year 

ago, but still remain at historically low levels. The same is true for the 30- 

year Zero rate. The prime rate has remained constant at 3.25 percent 

22 Hilsenrath, Jon and Victoria McGrane, “Federal Reserve Eyes End of Bond Buying, Spooking 
Markets” The Wall Street Journal, June 19, 2013 
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over the past year, as has the benchmark federal funds rate discussed 

above. A previous trend, described by former Chairman Greenspan as a 

“c~nundrum”~~, in which long-term rates fell as short-term rates increased, 

thus creating a somewhat inverted yield curve that existed as late as June 

2007, is completely reversed and a more traditional yield curve (one 

where yields increase as maturity dates lengthen) presently exists. 

1. 

4. 

Q. 

A. 

What are the current yields on utility bonds? 

Referring again to Attachment C, as of June 14, 2013, 25130-year A-rated 

utility bonds were yielding 4.1 9 percent and 25/30-year Baa/BBB-rated 

utility bonds were yielding 4.60 percent. As with the intermediate and 

long-term Treasuries noted above, the yields on both utility bonds have 

increased somewhat over the last several weeks but still remain at historic 

lows. 

What is the current outlook for the economy? 

The current outlook on the economy is for an improving picture in the 

second half of 2013. Value line’s analysts offered this perspective on the 

economy in the June 14, 2013 edition of Value Line’s Selection and 

Opinion publication: 

Wolk, Martin, “Greenspan wrestling with rate ’conundrum’,’’ MSNBC, June 8,  2005 23 
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“The economy is limping to the first half finish line. To wit, 
after a modest recovery in the first quarter, with the US. gross 
domestic product rising by 2.4%, growth appears to be slipping 
again, with personal income, consumer spending, 
manufacturing, and the international trade figures denoting 
enough overall sluggishness to produce growth of no more than 
1 %-2% in the fast-ending period” 

Value Line’s analysts went on to say: 

”However, we expect a selective pickup in business activity 
after midyear. In part, this presumptive improvement probably 
will reflect the lesser impact of the sequestrations (or 
government spending cuts), as well as gains in non- 
manufacturing and home prices. Such a combination is likely to 
lead to more liberalized spending by consumers. In that more 
constructive setting, growth could edge back above 2% over the 
closing six months of this year.” 

Value Line’s analysts further stated: 

”Meanwhile, the focus is on the Federal Reserve, as it may 
well be until the start of earnings reporting season, which is still 
about a month away. The worry is that the Fed might soon start 
slowing down the pace of bond buying, on the belief that the 
economy is now better able to stand on its own. We think such 
concerns are premature, and sense that it may be a while before 
the central bank opts to materially ease off on the stimulus 
pedal.” 

Q. 

A. 

What is the current outlook for water utilities such as the 

Applicants? 

In the April 19, 2013 quarterly update (Attachment A) on the Water Utility 

Industry, Value Line analyst James A. Flood had this to say: 

“Despite some of the reservations that we have noted about the 
industry, overall, it is currently in decent shape. Though issuance 
of new shares dilutes earnings, we are glad to see companies 
selling new equity when the market is near its all-time high. This 
was the case recently with Connecticut Water, California Water 
Service Group, and SJW. And while the industry’s prospects are 
not bad for 2013 and 2014, it is the pull to 2016-2018 that has us 
concerned. Also, despite the recent underperformance if certain 
water utility shares, almost all have advanced so far that they 
have below-average long-term total return potential.” 
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1. 

4. 

Q. 

A. 

How has Arizona faired in terms of the overall economy and home 

foreclosures? 

Arizona was one of the states hit hardest during the Great Recession and 

has lagged during the current re~overy.’~ During the period between 2006 

and 2009, statewide construction spending fell by 40.00 percent. 

According to information provided by Irvine, California-based RealtyTrac, 

Arizona was ranked third in the nation behind California and Nevada in 

terms of home foreclosures with the largest number of foreclosures 

occurring in Maricopa, Pinal and Pima Counties. As of this writing 

RealtyTrac is ranking Arizona as having the ninth highest foreclosure rate 

in the country. 25 

What is the current unemployment situation in Arizona during this 

period of economic recovery? 

According to information published on June 20, 2013, and displayed on 

the website of the Arizona Department of Administration’s Office of 

Employment and Population Statistics,26 the seasonally adjusted 

unemployment rate for Arizona dropped from 8.40% in May 2012, to 

7.80% in May 2013. At the time that this information was compiled, 

24 Beard, Betty, “Recession hit Arizona hardest” The Arizona Republic, March 6, 201 1. 

25 

Rise in Bank Repossessions, June 11,2013. 

26 Arizona Department of Administration’s Office of Employment and Population Statistics 
http://www.workforce.az.aov/ . 

RealtyTrac Staff: U.S. Foreclosure Activity Increases 2 Percent in May Boosted by 11 Percent 
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Arizona’s rate of unemployment was slightly higher than the current 

seasonally adjusted U.S. unemployment rate27 of 7.6 percent. 

According to the June 20, 201 3 Arizona Department of Administration’s 

Office of Employment and Population Statistics report, the May 201 3 rates 

of unemployment for the counties that are served by Global Utilities were 

as follows: 

Selected County Unemployment Rates - May 2013 

Maricopa 

Mohave 

Pinal 

6.10% 

8.90% 

7.70% 

Q. 

A. 

After weighing the economic ,,iforma ion tha. you’ve just discussed, 

do you believe that the 8.50 percent cost of equity capital that you 

have estimated is reasonable for the Company? 

I believe that my recommended 8.50 percent cost of equity capital, which 

is 390 basis points higher than the current 4.60 percent yield on a 

Baa/BBB-rated utility bond and the 172 basis points higher than the 

Applicants highest weighted average cost of debt, will provide the 

Company with a reasonable rate of return on invested capital when data 

on interest rates (that are low by historical standards), the current state of 

the economy, current rates of unemployment (both nationally, in Arizona, 

and in the counties served by the Applicants), and the Fed’s decision to 

U.S. Department of Labor, Bureau of Labor Statistics http://www.bls.qov/cps/ 27 
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keep interest rates at their current levels until unemployment reaches 6.50 

percenf8 are all taken into consideration. As I noted earlier, the Hope 

decision determined that a utility is entitled to earn a rate of return that is 

commensurate with the returns it would make on other investments with 

comparable risk. 

COST OF DEBT 

Q. 

A. 

Q. 

A. 

Have you reviewed the Applicants’ testimony on the Company- 

proposed costs of short and long-term debt? 

Yes. 

What costs of short and long-term debt are 1 

AWC? 

u re mmending for 

I am recommending that the Commission adopt the Company-proposed 

costs of short and long-term debt as follows: 

Short-term Long-term 

Palo Verde 0.00% 6.36% 

Santa Cruz 0.00% 6.58% 

Valencia - Town 5.95% 5.69% 

WUGT 6.22% 6.33% 

Valencia - Greater Buckeye 6.78% 6.24% 

Willow Valley 5.17% 4.68% 

WUNS 0.00% 0.00% 

28 Federal Reserve Press Release issued on June 19,201 3. 
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:APITAL STRUCTURE 

2. 

4. 

2. 

4. 

3. 

4. 

Have you reviewed the Company’s testimony regarding the 

Applicants’ proposed capital structures? 

Yes. 

Please describe the Applicants’ proposed capital structures. 

The Applicants’ are proposing the following: 

Palo Verde 

Santa Cruz 

VWCT 

WUGT 

Willow Valley 

VWCGB 

WUNS 

Short-term 

0.00% 

0.00% 

5.95% 

6.22% 

5.17% 

6.78% 

0.00% 

Long-term 

6.36% 

6.58% 

5.69% 

6.33% 

4.68% 

6.24% 

0.00% 

Are the Applicants’ capital structures in line with industry averages? 

No. Five of the seven Applicants - VWCT, WUGT, Willow Valley, 

VWCGB and WUNS - have capital structures that are heavier in equity 

than the capital structures of the water utilities in my sample and would be 

perceived by investors as having lower financial risk. As can be seen in 

Schedule WAR-9, the capital structures for my sample of water utilities 

averaged 54.00 percent for debt and 46.00 percent for equity (45.80 
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percent common equity + 0.2 percent preferred equity). Only Palo Verde 

and Santa Cruz had capital structures that were similar to the average 

capital structure of my sample water utilities. On the other hand, both 

Palo Verde and Santa Cruz have somewhat lower amounts of equity than 

do the capital structures of the LDCs in my sample. The capital structures 

for the LDC utilities averaged 44.80 percent for debt and 50.5 percent for 

equity (55.00 percent common equity + 0.1 percent preferred equity). 

Q. 

A. 

Q. 

A. 

What capital structures are you recommending for the Applicants? 

I am recommending that the Commission adopt the Company-proposed 

capital structures described above. In the case of WUGT and WUNS, 

which have negative rate bases, I am recommending that the Company- 

proposed capital structures be adopted only for the purpose of calculating 

an operating margin. 

Have you made a downward adjustment to your recommended cost 

of equity that takes into consideration the fact that five of the seven 

Applicants have capital structures that are heavier in equity than the 

average capital structure of your sample water and natural gas 

companies? 

No. I have not made a specific downward adjustment. However I believe 

that my recommended 8.50 percent cost of common equity, which falls 

within the range of estimates produced by my water and natural gas 
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sample DCF models is adequate to cover any perceived financial or 

business risks faced by the Applicants. 

WEIGHTED AVERAGE COST OF CAPITAL 

1. 

4. 

How do the Applicants’ proposed weighted average costs of capital 

compare with RUCO’s recommendations? 

The Applicants’ and RUCO’s recommended WACC’s are as follows: 

Palo Verde 

Santa Cruz 

VWCT 

WUGT 

Willow Valley 

W C G B  

WUNS 

WACC 

7.39% 

7.46% 

7.91 % 

8.19% 

8.03% 

8.39% 

8.50% 

As I explained earlier in my testimony, I am recommending that the 

WACC’s calculated for WUGT and WUNS be adopted as operating 

margins given the fact that both systems have negative rate bases. 
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2OMMENTS ON GLOBAL UTILITIES’ COST OF EQUITY CAPITAL 

rESTlMONY 

3. 

4. 

Q. 

A. 

... 

How does your recommended cost of equity capital compare with 

the cost of equity capital proposed by the Company? 

The Company’s cost of capital witness, Matthew J. Rowell, is 

recommending a cost of common equity of 11.44 percent. His 11.44 

percent cost of equity capital is 294 basis points higher than the 8.50 

percent cost of equity capital that I am recommending. 

What methods did Mr. Rowell use to arrive at his proposed cost of 

common equity for the Applicants? 

Mr. Rowel utilized two versions of the DCF, three versions of the CAPM 

and a comparable earnings methodology which I have not employed. Mr. 

Rowell relies on the same single stage DCF model that I have used and a 

multi-stage version of the DCF model. His CAPM analysis relies on three 

different sets of risk free asset inputs and his comparable earnings 

analysis is based on the returns on book common equity of his sample 

utilities. 

59 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

iirect Testimony of William A. Rigsby 
ilobal Utilities 
locket No. W-01212A-12-0309 et al 

k. 

\. 

2. 

4. 

What is the main reason for the difference between your 

recommended cost of equity and the Company-proposed cost of 

equity? 

The main reason for the 294 basis point difference between my cost of 

equity recommendation and the Company-proposed cost of equity is Mr. 

Rowell’s heavy reliance on the results of his comparable earnings 

analysis. Mr. Rowell gives a 2/3rds weighting to his comparable earnings 

results of 10.47 percent and a 1/3rd weighting to the 9.77 percent average 

of the results obtained from his DCF and CAPM models to arrive at a 

10.24 percent weighted average. He then adds a 120 basis point Arizona 

risk premium to his 10.24 percent average to arrive at his proposed 11.44 

percent cost of equity. 

Do you agree with Mr. Rowell’s heavy reliance on his comparable 

earnings analysis? 

No. Quite simply, returns on book common equity are not a company’s 

cost of capital. The return on book common equity is the annual net 

income of a company (which appears on its income statement) divided by 

the shareholder equity recorded on the accounting books of the company 

(which appears on its balance sheet). The cost of equity capital on the 

other hand, is the return investors expect to earn in the marketplace for a 

particular risk-class of assets. If the market value of a company’s stock is 

more than its book value (as are all of the company’s included in my 
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sample based on their market to book ratios displayed as “M + B” in 

Schedule WAR+, the market return will be lower because the net income 

is being divided by a larger number (Le. the market price of the company’s 

stock) than the lower shareholder equity figure that appears on the books 

of the company. The return that investors expect to receive in the 

marketplace is the company’s cost of equity because that is the return that 

the company has to offer in order to attract equity capital. By definition a 

company’s cost of equity capital has to be lower than its return on book 

common equity or it would not be profitable. Given this rationale, Mr. 

Rowell’s comparable earnings estimate carries far less weight than he 

assigns to it in my opinion. 

2. 

4. 

Are there other problems with Mr. Rowell’s reliance on comparable 

earnings? 

Yes. It represents circular logic from the standpoint that the authorized 

rates of return awarded by regulatory agencies, such as the ACC, to the 

utilities in his sample were most likely based on the same financial 

models, such as the DCF and the CAPM, which he seems to hold in low 

regard. I would have to say that Mr. Rowell, like a number of other utility 

consultants these days, is in a state of denial. By that I mean that they 

simply refuse to face the fact that the results from models such as the 

DCF and the CAPM are reflective of the current economic environment of 

low interest rates which I described earlier in my testimony. 
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ICF Comparison 

Briefly compare the results of Mr. Rowell’s DCF analysis with the 

results your DCF analysis. 

Mr. Rowell’s single stage DCF model produced an average return of 9.06 

percent for the natural gas and water companies in his sample compared 

to my average of 8.38 percent. 

Please compare the dividend yield results that you obtained from 

your DCF analysis and the results that Mr. Rowell obtained from his 

DCF analysis using the constant growth model? 

Mr. Rowell relied on an average dividend yield of 3.81 percent obtained by 

dividing the expected dividends of his sample companies by the average 

spot price of his sample companies’ stock on June 21 2012 as opposed 

to the eight week average stock price which I relied on. His 3.81 percent 

average dividend yield is 54 basis points higher than my average dividend 

yield of 3.27 percent. 

What was the difference between Mr. Rowell’s spot price average 

stock price and your eight week average stock price? 

Mr. Rowell’s average stock price was $29.81 as opposed to my average 

share price of $38.50 - a difference of $8.69. Clearly both the water 

stocks and the natural gas companies in our samples have increased in 

value during the year since Mr. Rowell conducted his analysis. The more 
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recent higher prices that I relied on would produce lower dividend yields in 

the DCF model thus resulting in a lower expected return. 

a. 

4. 

Q. 

A. 

Q. 

A. 

Does your comparison of the difference in average adjusted stock 

prices reveal anything else? 

Yes. I believe that it demonstrates that both water and natural gas stocks 

are in demand by investors. Their dividend yields, which are attractive 

when compared to the lower yields on Treasury instruments, and the 

perceived safety of the investment, would also explain the increase in 

price. This being the case, as I have stated in prior proceedings, water 

companies such as the Global Utilities do not need higher rates of return 

to attract investors at this point in time. 

How does Mr. Rowell’s DCF growth estimate (9) compare with your 

growth estimates for water utilities? 

Mr. Rowell’s analysis produced an average growth estimate of 5.25 

percent as opposed to my average growth estimate of 5.11 percent for 

both the water companies and LDCs that were included in our samples. 

Can you explain the differences in your methods for obtaining your 

respective growth estimates? 

Yes. Mr. Rowell’s higher 5.52 percent growth rate was obtained by 

averaging only the 5-year earnings per share projections of analysts from 
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Value Line, Reuters, Zacks, CNN Money and Yahoo Finance. As I 

explained earlier in my direct testimony, I obtained my growth estimates 

by evaluating a larger number of metrics which included Value Line growth 

projections for both internal and external growth (based on retained 

earnings, returns on book common equity projections and shares 

outstanding for 2013 through 2018), and on future growth in earnings, 

dividends and book value per share (Schedule WAR 5 pages 1 through 5 

and Attachments A and B) and then comparing them to current Zacks 

earnings per share estimates and Value Line estimates of earnings per 

share, dividends per share and book value per share for the companies 

included in my water and gas samples (Schedule WAR-6). 

CAPM Comparison 

Q. 

A. 

Q. 

A. 

What were the results of Mr. Rowell’s CAPM analysis and your CAPM 

analysis? 

Mr. Rowell’s analysis produced an average expected return of 10.51 

percent as opposed to my expected returns that range from 5.52 percent 

to 6.84 percent. 

Compare the way that Mr. Rowell and you arrived at your expected 

rates of return using the CAPM. 

For the risk free asset Mr. Rowell relied on much higher historic returns on 

long-term and medium-term U.S. Government bonds and bills, ranging 
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from 5.10 percent to 10.20 percent, as opposed to relying on the lower 

current yields of the same types of instruments. 

a. 

4. 

Q. 

A. 

... 

What are your concerns with Mr. Rowell’s use of historic returns on 

medium and long-term U.S. Treasury instruments for a risk-free rate 

of return? 

Mr. Rowell’s reliance on historic returns result in much higher returns than 

the actual current yields of similar US.  government instruments. I believe 

that the best indicators of future returns are the most recent yields on U.S. 

treasury instruments. Furthermore, Mr. Rowell’s method totally ignores 

the fact that the Federal Reserve intends to keep interest rates at their 

current low levels until unemployment falls to 6.50 percent which most 

likely will not occur until the end of 2014. 

How dos Mr. Rowell’s average beta used in his CAPM model 

compare with the average beta that you used in yours? 

Despite the different companies included in our samples, Mr. Rowell’s 

average beta of 0.688 falls between my average betas of 0.70 and 0.67 

for my water company sample and LDC sample, respectively. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

Q. 

A. 

How does Mr. Rowell’s average market risk premium compare to 

your range of market risk premiums? 

Mr. Rowell’s average market risk premium of 3.80 percent fell within my 

range of 3.70 percent and 5.40 percent. 

Do you believe that the Applicants require a 120 basis point 

adjustment because they are regulated in Arizona? 

No. Contrary to Mr. Rowell’s position on returns granted in Arizona, I do 

not believe that such an adjustment is needed. In fact I would say that, if 

anything, the return on equity granted to the Global Utilities in the prior 

rate case proceeding was forward looking when you consider the range of 

estimates that my analysis has produced in this case. 

Does your silence on any of the issues, matters or findings 

addressed in the testimony of Mr. Rowell or any other witness for the 

Applicants constitute your acceptance of their positions on such 

issues, matters or findings? 

No, it does not. 

Does this conclude your testimony on the cost of capital issues in 

this case? 

Yes, it does. 
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EDUCATION: 

Appendix I 

Qualifications of William A. Rinsby, CRRA 

University of Phoenix 
Master of Business Administration, Emphasis in Accounting, 1993 

Arizona State University 
College of Business 
Bachelor of Science, Finance, 1990 

Mesa Community College 
Associate of Applied Science, Banking and Finance, 1986 

Society of Utility and Regulatory Financial Analysts 
38th Annual Financial Forum and CRRA Examination 
Georgetown University Conference Center, Washington D.C. 
Awarded the Certified Rate of Return Analyst designation 
after successfully completing SURFAs CRRA examination. 

Michigan State University 
Institute of Public Utilities 
N.A.R.U.C. Annual Regulatory Studies Program, 1997 &I999 

Florida State University 
Center for Professional Development & Public Service 
N.A.R.U.C. Annual Western Utility Rate School, 1996 

EXPERIENCE: Chief of Accounting and Rates 
Residential Utility Consumer Office 
October 201 1 - Present 

Public Utilities Analyst V 
Residential Utility Consumer Office 
April 2001 - Present 

Senior Rate Analyst 
Accounting & Rates - Financial Analysis Unit 
Arizona Corporation Commission, Utilities Division 
July 1999 - April 2001 

Senior Rate Analyst 
Residential Utility Consumer Office 
December 1997 - July 1999 

Utilities Auditor II and Ill 
Accounting & Rates - Revenue Requirements Analysis Unit 
Arizona Corporation Commission, Utilities Division 
October 1994 - November 1997 

Tax Examiner Technician I / Revenue Auditor I I  
Arizona Department of Revenue 
Transaction Privilege / Corporate Income Tax Audit Units 
July 1991 -October 1994 
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Appendix 1 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION 

Utility ComDany 

ICR Water Users Association 

Rincon Water Co m pan y 

Ash Fork Development 
Association, Inc. 

Parker Lakeview Estates 
Homeowners Association, Inc. 

Mirabell Water Company, Inc. 

Bonita Creek Land and 
Homeowner’s Association 

Pineview Land & 
Water Company 

Pineview Land & 
Water Company 

Montezuma Estates 
Property Owners Association 

Houghland Water Company 

Sunrise Vistas Utilities 
Company -Water Division 

Sunrise Vistas Utilities 
Company - Sewer Division 

Holiday Enterprises, Inc. 
dba Holiday Water Company 

Gardener Water Company 

Cienega Water Company 

Rincon Water Company 

Vail Water Company 

Bermuda Water Company, Inc. 

Bella Vista Water Company 

Pima Utility Company 

Docket No. 

U-2824-94-389 

U-1723-95-122 

E-1 004-95-1 24 

U-1853-95-328 

U-2368-95-449 

u-2195-95-494 

U-1676-96-161 

U-1676-96-352 

U-2064-96-465 

U-2338-96-603 et a1 

U-2625-97-074 

U-2625-97-075 

U-I 896-97-302 

U-2373-97-499 

W-20 34-97-473 

W-1723-97-414 

W-01651A-97-0539 et a1 

W-01812A-98-0390 

W-02465A-98-0458 

SW-02199A-98-0578 

Type of Proceeding 

Original CC&N 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Financing 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Financing /Au t h . 
To Issue Stock 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

2 



Appendix : 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.) 

Utilitv Companv 

Pineview Water Company 

I.M. Water Company, Inc. 

Marana Water Service, Inc. 

Tonto Hills Utility Company 

New Life Trust, Inc. 
dba Dateland Utilities 

GTE California, Inc. 

Citizens Utilities Rural Company, Inc. 

MCO Properties, Inc. 

American States Water Company 

Arizona-American Water Company 

Arizona Electric Power Cooperative 

360networks (USA) Inc. 

Beardsley Water Company, Inc. 

Mirabell Water Company 

Rio Verde Utilities, Inc. 

Arizona Water Company 

Loma Linda Estates, Inc. 

Arizona Water Company 

Mountain Pass Utility Company 

Picacho Sewer Company 

Picacho Water Company 

Ridgeview Utility Company 

Green Valley Water Company 

Bella Vista Water Company 

Arizona Water Company 

Docket No. 

W-01676A-99-0261 

W-02 1 9 1 A-99-04 1 5 

W-01493A-99-0398 

W-02483A-99-0558 

W-03537A-99-0530 

T-019549-99-051 I 

T-01846B-99-0511 

W-02113A-00-0233 

W-02113A-00-0233 

W-01303A-00-0327 

E-01 773A-00-0227 

1-03777A-00-0575 

W-02074A-00-0482 

W-02368A-00-046 1 

WS-02156A-00-0321 et al 

W-01445A-00-0749 

W-0221 I A-00-0975 

W-01445A-00-0962 

SW-03841A-01-0166 

SW-03709A-01-0165 

W-03528A-01-0169 

W-03861A-01-0167 

W-02025A-01-0559 

W-02465A-01-0776 

W-01445A-02-0619 

Tvpe of Proceeding 

WIFA Financing 

Financing 

WIFA Financing 

WIFA Financing 

Financing 

Sale of Assets 

Sale of Assets 

Reorganization 

Reorganization 

Financing 

Financing 

Financing 

WIFA Financing 

WIFA Financing 

Rate Increase/ 
Financing 

Financing 

Rate Increase 

Rate Increase 

Financing 

Financing 

Financing 

Financing 

Rate Increase 

Rate Increase 

Rate increase 

3 



Appendix 1 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.1 

Utility Companv 

Arizona-American Water Company 

Arizona Public Service Company 

Rio Rico Utilities, Inc. 

Qwest Corporation 

Chaparral City Water Company 

Arizona Water Company 

Tucson Electric Power 

Southwest Gas Corporation 

Arizona-American Water Company 

Black Mountain Sewer Corporation 

Far West Water & Sewer Company 

Gold Canyon Sewer Company 

Arizona Public Service Company 

Arizona-American Water Company 

Arizona-American Water Company 

Arizona-American Water Company 

UNS Gas, Inc. 

Arizona-American Water Company 

UNS Electric, Inc. 

Arizona-American Water Company 

Tucson Electric Power 

Southwest Gas Corporation 

Chaparral City Water Company 

Arizona Public Service Company 

Johnson Utilities, LLC 

Arizona-American Water Company 

Docket No. 

W-01303A-02-0867 et al. 

E-01 345A-03-0437 

WS-02676A-03-0434 

T-01051 B-03-0454 

W-02113A-04-0616 

W-01445A-04-0650 

E-01 933A-04-0408 

G-01551 A-04-0876 

W-01303A-05-0405 

SW-02361 A-05-0657 

WS-03478A-05-080 1 

SW-02519A-06-0015 

E-01 345A-05-0816 

W-01303A-05-0718 

W-01303A-05-0405 

W-01303A-06-0014 

G-04204A-06-0463 

WS-01303A-06-049 1 

E-04204A-06-0783 

W-01303A-07-0209 

E-01 933A-07-0402 

G-01551 A-07-0504 

W-02 1 13A-07-055 1 

E-01 345A-08-0172 

WS-02987A-08-0180 

W-01303A-08-0227 et al. 

Tvpe of Proceeding 

Rate Increase 

Rate Increase 

Rate Increase 

Renewed Price Cap 

Rate Increase 

Rate Increase 

Rate Review 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Transaction Approval 

ACRM Filing 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 
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Appendix 1 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.) 

Utilitv Company 

UNS Gas, Inc. 

Arizona Water Company 

Far West Water & Sewer Company 

Black Mountain Sewer Corporation 

Global Utilities 

Litchfield Park Service Company 

UNS Electric, Inc. 

Rio Rico Utilities, Inc. 

Arizona-American Water Company 

Bella Vista Water Company 

Chaparral City Water Company 

Qwest Communications International 

Centurylink, Inc. 

Southwest Gas Corporation 

Arizona-American Water Company 

Arizona-American Water Company 

Arizona-American Water Company 

Goodman Water Company 

Arizona Water Company 

Bermuda Water Company, Inc. 

UNS Gas, Inc. 

Arizona Public Service Company 

Arizona Water Company 

Pima Utility Company 

Tucson Electric Power Company 

Rio Rico Utilities, Inc. 

Docket No. 

G-04204A-08-057 1 

W-01445A-08-0440 

WS-03478A-08-0608 

SW-02361 A-08-0609 

SW-02445A-09-0077 et al. 

SW-01428A-09-0104 et al. 

E-04204A-09-0206 

WS-02676A-09-0257 

W-01303A-09-0343 

W-02465A-09-0411 et al. 

W-02113A-10-0309 

T-04190A-10-0194 et al. 

T-04190A-10-0194 et al. 

G-01551A-10-0458 

W-01303A-10-0448 

W-01303A-11-0101 

W-01303A-09-0343 

W-02500A-10-0382 

W-O1445A-10-0517 

W-01812A-10-0521 

G-04204A-11-0158 

E-01 345A-11-0224 

W-01445A-11-0310 

W-02199A-11-0329 et al. 

E-01 933A-12-0291 

WS-02676A-12-0196 

Tvpe of Proceeding 

Rate Increase 

Rate Increase 

Interim Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Reorganization 

Merger 

Merger 

Rate Increase 

Rate Increase 

Reorganization 

Deconsolidation 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 

Rate Increase 
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Appendix 1 

RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.) 

Utilitv Company Docket No. Tvpe of Proceedinq 

Far West Water & Sewer, Inc. WS-03478A-12-0307 Rate Increase 

Arizona Water Company W-01445A-12-0348 Rate Increase 

UNS Electric, Inc. E-04204A-12-0504 Rate increase 
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April 19, 2013 WATER UTILITY INDUSTRY 1772 
Equities in the Water Utility Industry may have 

finally peaked. Over the past nine months or so, 
investors have been pouring funds into this small 
industry and driving up prices. In our last report 
in January, the industry soared to a rank of 4 out 
of the 98 different stock groups in the The Value 
Line Investment Survey. This outperformance was 
highly unusual, considering it was accomplished 
in a rising market. Utilities are historically a 
defensive play that draw the interest of conserva- 
tive, income-oriented investors, as well as contrar- 
ians who believe that the market is nearing a 
peak. The industry rank has since slipped to a still 
respectable 29. However, we wouldn’t be surprised 
to see a further decline in the months ahead as the 
spread between yields on water utilities and the 
average stock have tightened, making them less 
attractive. 

On the operational front, most water utilities 
are coming off a decent 2012. Moreover, we think 
that 2013 and 2014 won’t be too bad, either. That 
said, we still have many concerns about the indus- 
try going forward. Much of the water infrastruc- 
ture in the U.S. is aging and will require massive 
amounts of funds for repairs and modernization. 
No utility will be able to generate sufficient cash 
internally to cover these outlays. Hence, new issu- 
ances of debt and equity will be required to f i -  
nance the difference. Moreover, plenty of rate 
cases will have to be filed to recover these invest- 
ments, leaving utilities at the mercy of state regu- 
lators, whose final decisions can be politically 
motivated. On the whole, the regulatory climate 
has improved throughout the country, but that 
doesn’t mean it can’t change. 

A Small Fragmented Market 

There are only seven companies in our Water Utility 
Industry. That’s because most cities have established 
their own entities t ha t  provide water to  citizens as a 
municipal service. This is in contrast to electric utilities. 
Due to the capital-intensive nature of the power busi- 
ness, cities and states let investor-owned companies 
provide electricity at a price that is ultimately approved 
by them. 

There has been much speculation that many cash- 
strapped municipalities may consider privatizing their 
water systems because they do not have the large sums 
of money needed to update and repair their existing 
facilities. Such a trend would probably be a plus for the 
existing investor-owned water utilities as they have the 
required expertise needed to  operate these systems. The 
two utilities that  dominate the industry in terms of 
market capitalization, American Water Works and Aqua 
America, would be the obvious beneficiaries. Still, we 
don’t look for much privatization over the next few years. 

America’s Water Systems Are In Terrible Shape 
In their quadrennial report on the status of the 

infrastructure in the U.S., the American Society of Civil 
Engineers (ASCE) found that the watedwastewater sec- 
tor is perhaps the most underfunded part of the infra- 
structure system. According to ASCE, water systems are 
about 70% underfunded. Concurring with this opinion is 
the American Water Works Association (AWWA), which 
believes that America will have to spend $1 trillion over 
the next 25 years to get the system up to par. 

I INDUSTRY TIMELINESS: 29 (of 98) 1 
Where Will the Money Come From? 

Whether investor-owned or municipal, no water sys- 
tem has the funds on hand required to meet these 
projected costs. (We should point out that the higher the 
estimated funding needed, the more work for the engi- 
neers of ASCE.) There are two important factors that  
investors should focus on when examining a water 
utility. One, how much capital spending will be required 
by the company relative to its size, and, two, how will 
that  firm come up with the capital. An increase in shares 
will dilute current earnings, and the higher interest 
costs resulting from the added debt can ea t  away at 
profits. 
Regulators Will Play a Major Role 

Upgrading their facilities and finding the funds to do 
so, is only the first hufdle tha t  water utilities face. 
Second, and just  as important, is the ability to recover 
their investment. And, to a large extent, this factor is out 
of their control. Directors on the state utility commis- 
sions are usually appointed by the governor. Since this is 
a n  elective office, politicians from both parties a re  very 
aware that water users (Le., citizens that vote) do not 
like having their water bills raised. So, a utility is 
always at risk of spending and operating prudently, and 
then being denied the right to recover costs by a state 
utility commission. Therefore, we advise all investors 
when reading each utility page, to note the analyst’s 
view on the regulatory climate in each state. What’s 
more, this risk will always be with regulated utilities 
until politicians can get elected on campaign platforms 
that are pro-utility, a seemingly unlikely scenario. 

Conclusion 
Despite some of the reservations that we have noted 

about the industry, overall, i t  i s  currently in decent 
shape. Though issuance of new shares dilutes earnings, 
we are glad to see companies selling new equity when 
the market is near its all-time high. This was the case 
recently with Connecticut Water, California Water Ser- 
vice Group, and SJW. And while the industry‘s prospects 
a re  not bad for 2013 and 2014, it  is the pull to 2016-2018 
that has us  concerned. Also, despite the recent under- 
performance of certain water utility shares, almost all 
have advanced so far that they have below-average 
long-term total return potential. 

James A. Flood 

Water Utility 
RELATIVE STRENGTH (Ratio of Industry to Value Line Comp. 

index: June, 1967 = 100 
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AMERICAN WATERNYSE.,, , I EF!' , 41.64 IEno 

A) Diluted earnings. Excludes nonrecurring Qu erly earnings may not sum due lo round- 
osses: '08, $4.62; '09, $2.63; '11, $0.07. Dis- ing #)Dividends paid in March, June, Septem- 

continued operations: '06, (41); '11, 3$, '12. ber. and December. = Div. reinvestment avail- 
(lO$).Next earnings report due late May able.(C) In millions.(D) Includes intangibles. In 

llMEUNESS 4 loweredY29113 

SAFETY 3 New7125hN 

rECHNlCAL 3 Raised UW13 

2012: $1.207 billion, $5.8Z/share. (E) Pro 
forma numbers for '06 & '07. 

1 I I I I 

CAPITAL STRUCTURE as of 12/31/12 
Total Debt $5576.4 mil. Due in 5 Yrs $1034.0 mil. 
LT Debt $5190.5 mil. 
[Total interest coverage: 4.4~) (54% of Cap'l) 

Leases, Uncapitalized: Annual rentals $28.1 mill. 
Pension Assets $1157.7 mill 

Pfd Stock $18.9 mill. 

Common Stock 177,409,722 shs 
as of 2/21 /I 3 

MARKET CAP $7.4 billion (Large Cap) 
CURRENT POSITION 2010 2011 12/31/12 

LT Interest $301.0 mil. 

Oblig. $1621.2 mill. 
Pfd Div'd $.7 mill 

13.1 14.2 24.4 
($MILL) 

Cash Assets 
Other 
Current Assets 534.3 1397.7 499.4 
Accts Payable 199.2 243.7 279.6 
Debt Due 274.5 543.9 385.9 

300.8 701.5 329.3 Other 
Current Liab. 774.5 1489.1 994.8 

521.2 1383.5 475.0 --- 

--- 
Fix. Chg. Cov. 237% 256% 300% 
ANNUAL RATES Past Past Est'd '09-'11 
olchange(pwsh) 1OYrs. 5Yrs. to'16-'18 
Revenues - -  2.5% 4.5% 
Cash Flow" - -  39.5% 6.5% 

Earnings _. - _  9.5% 
Dividends _ _  - -  7.5% 
Book Value -. -0.5% 3.5% 

Cal- 
endar 
2010 
2011 
2012 
201 3 
2014 
Cal- 

endar 
2010 
2011 
2012 
2013 
2014 
Cal- 

endar 
2009 
2010 
2011 
2012 
2013 

- 

- 

- 

- 

- 

Mar.31 Jun. 30 Sep. 30 Dec. 31 Year 
588.1 671.2 786.9 664.5 2710. 
596.7 668.8 760.9 639.8 2666. 
618.7 745.6 831.8 680.8 2876. 

700 850 975 775 3300 
EARNINGS PER SHARE A Fiill 

.28 .66 

QUARTERLY DNIDENDS PAlD B= 1 FUN 

22 .23 .23 .23 
.23 2 3  .25 .25 
2 5  

e recessions E E E  

BUSINESS: American Water W 

1 8,9 (biling: 20.1) 
Median:NMF 

High: 23.7 23.0 25.8 
Low: 1 16.5 I 16.2 1 19.4 

1 1.9% 1 4.2% 1 3.8% 

2214.2 2336.9 2440.7 2710.7 
d342.3 187.2 209.9 267.8 

37.4% 37.9% 40.4% 

(s ComDanv. Inc is the lamest 
investor-owned water and wastewater utility in the US.. pfoviiing 
services to over 14 million people in over 30 states and Canada. its 
nonregulated business assists municipalities and military bases 
with the maintenance and upkeep as well. Regulated operations 

IELATIVE 

Target Price Range 1 1 2016 I 2 0 1 7  12018 
32.8 39.4 41.9 
25.2 1 31.3 1 37.0 I 

. 109.4 43.2 

accounting for 22.2% of revenues. Has roughly 7,000 employees. 
Depreciation rate, 2.6% in '12. BlackRock. Inc., OMS 10.3% of the 
common stock outstanding. Off. & dir. own less than 1% (3/13 
Proxy). President & CEO; Jeffry Sterba. Chairman; George Mack- 
enzie. Address: 1025 Laurel Oak Road, Voorhees. NJ 08043. Tele- 

made up 89 1% of 2012 revenues New Jersey is its biggest market phone 856-346-8200 Internet w amwater corn 

American Water Works' successful 
cost containment helps it in more 
ways than one. The company has been 
busy paring expenses over the past few 
years. Indeed. expense ratios have 
declined from 42% in 2011 to 40.7% last 
year, and should fall below 40% by 2015. 
In addition to  the  benefit to the bottom 
line, leaner operations create goodwill 
with regulators. They also make it harder 
for them to make restrictive rulings on re- 
quests for needed rate hikes. Investors 
should note that a utility's relationship 
with regulators is of the utmost impor- 
tance and cannot be over emphasized. 
Capital expenditures will likely be 
large in the years ahead. In reference to 
the huge sums that  American Water has  
and will continue to spend on upgrading 
and repairing its water system, i ts  chair- 
man recently stated that "we are  in the in- 
frastructure business." We estimate that 
the company will have to spend roughly $1 
billion annually over the next five years. 
The company's balance sheet will 
probably remain overleveraged. Inter- 
nal cash generation will fall far short of 
funding all of American Water's capital 

budget. Currently. we believe the company 
has too much debt, and tha t  now is a 
propitious time to issue new equity (even 
if it  is somewhat dilutive). because i ts  
shares are  near their all-time highs and 
are  up  150% from 2009's low. American 
Water's management believes that  its 
stock is undervalued. however, so a large 
stock offering seems unlikely. 
American Water's earnings and divi- 
dend growth prospects are good for a 
water utility. With the help of its afore- 
mentioned leaner cost structure, we es- 
timate tha t  the company's bottom line will 
grow by a healthy 9%-10% annual ra te  
through 2016-2018. Larger contributions 
from the higher-margined, nonregulated 
businesses will be part of the reason for 
the good showing. 
We think American Water's positive 
attributes are reflected in its current 
stock price. These shares have been on a 
tear, outperforming the market averages 
over the past one-. three-, and five-year 
periods, a n  unusual feat for a regulated 
utility in a rising market. Thus, we advise 
investors t o  avoid this untimely equity. 
James A. Flood April 19. 201.5 

Stock's Price Stability 
Price Growth Persistence 
Earninas Predidabilitv 15 



'enslon Assets12112 $107 6 mill 

'fd Stock None 
Oblig. $163 2 mill 

4 2  1 3  235 
2008 1643 1605 

eater Proxy) Chairman Lloyd Ross President & CEO Roberl J 

placement and maintenance projects a t  
Fort Bragg in North Carolina and Fort 
Bliss in Texas drove the majority of the 
bottom-line gains in this division We be- 
lieve that  activity on military bases will 
slow down, given sequestration cuts and 
management's conservative tone for new 
military projects. We are  maintaining our 
2013 top- and bottom-line estimates until 
AWR reports its first-quarter results 
Golden State Water Company's 
(GSWC) water rate case should be 
finalized soon. The proposed settlement 
with the Division of Ratepayer Advocates 
(DW) would generate $14.5 million in ad- 
ditional gross margin starting in 2013. 
Rates in 2014 and 2015 would be in- 

rate filing in 2015. A final decision is ex- 
creased between 2% and 3%. until the next 

pected to be approved by the California 

Public Utilities Commission (CPUC) 
within the next 30 to 60 days. GSWC also 
filed its electric ra te  case for rates from 
2013 through 2016. If approved, the rate 
increases are  projected to generate roughly 
$1.3 million in additional annual reve- 
nues. 
Capital investments will pick up over 
the next couple of years. The annual 
capex budget is  projected to  be $85 million 
over the next three years. These invest- 
ments represent a step up  from the rough- 
ly $70 million averaged over the past 
couple of years. 
The balance sheet continues to im- 
prove. The company generated $27 mil- 
lion in free cash flow for 2012 compared to  
negative cash flow recorded over the prior 
couple of years. Improvements in liquidity 
and capitalization ratios should help AWR 
weather the sequester cuts. 
This timely stock should have some 
appeal to momentum and income in- 
vestors. Though we would suggest that  
value hunters wait for a better entry 
point, as these shares  have appreciated 
substantially year to date. 

April 19. 201.3 Michael Collins 
A 
90 

Price Growth Persistence RS 

i) Primary earnings. Excludes nonrecurring to rounding. 
ains/(losses): '04. 14$; '05, 25$; '06, 6$; '08. (B) Diwdends historically paid in early March, 
'76): '10. 1456) '1 1. 20d. Next eaminos re!mt June. Seotember. and December. 8 Div'd rein- 

(C) In millions, adjusted for split. 

,e' early May.'Quaiedy egs. may nocadd due I vestmeni plan available I 
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2 0 0 1 0 0 0 0 0  

STOCK INDEX 

.T Oebt $434 5 mill LT Interest $29 5 mill 

'ension Assets-12/12 $202 9 mill 

'fd Stock None 

:ommon Stock 41,908.218 shs 

Oblig $402 9 mill 

i) Basic EPS. Excl. nonrecurring gain (loss): 

as reDort due mid-Mav. 
0, (4$); '01, 2& :02, 4$; '11. 46. Next earn- 

2014 
Cal- 

2010 
2011 
2012 
2013 
2014 
Cal- * 

2009 
2010 
2011 
2012 
2013 

- 

- 

May, Aug , and Nov. 1 Div'd reinvestment plan (D) In millions, adjusted for splits. 

IC) Incl. intanaible assets. In '12: 918.8 mill., 

Company's Financial Strength E t  

Price Growth Persistence 55 
available. (E) Excludes non-reg. rev. Stock's Price Stability 100 

-1 
Mar.31 Jun.30 Sep.30 Dec.31 Year 

.30 

,149 ,149 ,149 ,149 
,154 .I54 

,1575 ,1575 ,1575 ,1575 
.16 

late Mirch, the u&ity sold five mslion 
new shares. The underwriters were also 
given a n  option to sell a n  additional three- 
quarters of a million shares over a period 
of 30 days. 
We're lowering our annual share-net 
estimate for the company as a result. 
Assuming all the  available stock is placed 
with investors, California Water's out- 
standing equity will increase by nearly 
14%. Deduct another $0.06-a-share capital 
adjustment expense that  will be incurred, 
and we estimate that earnings per share 
will decline 17%, to $0.85. 
A pending regulatory decision will 
have a significant impact on next 
year's bottom line. In mid-2012, the firm 
filed a request with California regulators 
seeking a 19.4% rate increase for 2014. 
Without a meaningful hike, the utility's 
earnings prospects will be severely im- 
paired. We are  tentatively forecasting a 
reasonable outcome, which should enable 
California Water's earnings to bounce back 
somewhat, to $1.10 a share. 
Additional external financing will be 

required to meet future capital ex- 
penditures. Even with the recent stock 
offering, California Water won't be able to 
fund the outlays required to repair its 
aging infrastructure over the next 3- to 5- 
year period. The company will most likely 
have to turn to the debt markets in the 
near future. This should result in the 
equity-to-total capital ratio (which has 
recently spiked) declining to 50%. 
California Water's near-term dividend 
growth prospects are subpar for a 
water utility. With most of its cash desig- 
nated for upgrading its system, the compa- 
ny doesn't have the funds needed to in- 
crease its dividend by much. Indeed, for 
the second consecutive year, the payout 
was hiked by a paltry 1.6%, compared to 
about 4.5% for the industry. 
All told, we think investors can find 
more attractive selections elsewhere. 
Though this neutrally ranked equity car- 
ries a yield that  is higher than the Value 
Line average, t h e  combination of below- 
average total returns through 2016-2018 
and regulatory risk, makes it hard for us  
to recommend this stock. 
James A .  Flood April 19, 2013 

DiGdends hisloricalb paid in late Feb., I $044/sh. - I 
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TIMELINESS 4 towered3R9/l3 

SAFETY 3 New1118113 

8.8 
32.4% 

.- 
47.8% 

I .  I I  

9.4 10.2 9.8 9.9 13.6 15.5 17.5 Net Profit ($mill) 20.5 
27.2% 19.5% 35.2% 41.3% 32.0% 32.0% 33.0% IncomeTax Rate 35% 

1.7% -. - -  1.8% 1.8% 2.0% 2OXAFUDCXtoNetProft 3.0% 
46.9% 50.6% 49.5% 53.2% 49.0% 49.5% 49.5% Lona-Term Debt Ratio 48.5% 

5.67 5.58 5.87 5.70 5.93 5.77 5.91 6.04 5.81 5.68 
1.51 1.59 1.65 1.73 1.78 1.78 1.89 1.91 1.62 1.52 
1.00 1.02 1.03 1.09 1.13 1.12 115 1.16 38 .81 
.77 .78 .79 .79 .EO A1 .83 .84 3 5  .86 

1.99 1.12 1.42 1.43 1.86 1.98 1.49 1.58 1.96 1.96 

6.79 6.80 7.26 7.28 7.65 7.94 7.97 8.04 8.17 0.27 
12.9 15.5 18.2 18.2 21.5 24.3 23.5 22.9 28.6 29.0 
.74 .81 1.04 1.18 1.10 1.33 1.34 1.21 1.52 1.57 

8.26 '8.52 8.61 8.92 9.25 10.06 10.46 10.94 11.52 11.60 

51.8% 
193.2 
284.3 
5.5% 
8.7% 
0.7% 
1.6% 
82% 

6.0% 1 4.9% I 4.2% I 4.0% 1 3.3% 1 3.0% I 3.0% I 3.1% 3.4% 3.6% 
CAPITAL STRUCTURE as of 12/31/12 I 4711  4851 4751  46.9 

52.7% 49.1% 50.2% 46.5% 50.9% 50.5% 50.5% Comkon Equity Ratio 51.5% 

302.3 325.2 344.2 362.4 447.9 470 490 Net Plant ($mill) 550 
5.9% 5.5% 5.4% 4.9% 4.8% 5.0% 5.5% Return onTotal Cap'l 5.5% 
9.0% 9.3% 8.6% 8.3% 7.3% 8.0% 9.0% Return on Shr. Equity 8.5% 
9.1% 9.4% 8.7% 8.3% 7.3% 8.0% 9.0% Return on Com Equity 8.5% 
1.9% 2.3% 1.6% 1.4% 2.7% 2.5% 3.0% Retained toCom Eq 3.0% 
79% 76% 81% 83% 63% 70% 65% AllDiv'ds toNetProf 65% 

196.5 221.3 225.6 254.2 364.6 375 390 Total Capital(fmi1l) 475 

Total Debt $181.5 mill. Due in 5 Yrs $1.3 mill. 1 9.2 1 9.4 1 7.2 1 6.7 
LT Debt $178.5 mill. LT Interest $7.6 mill. 17,9x 22.9% -. 23,55b 
(Total interest coverage: 8.8~) 

(48% of Cap'l) - -  .. - -  -. 
Leases, Uncapitalized Annual rentals $2 mill, 43.5% 42.8% 44.9% 44.4% 
Pension Assets $45.4 mill. 55.9% 56.7% 54.6% 55.1% 

Oblig. $66.5 mill. 148.9 155.1 172.3 174.1 

($MILL) 
Cash Assets 1.0 1.0 13.2 
Accounts Receivable 10.1 14.9 11.5 
Other 9.3 3.0 
Current Assets 20.4 18.9 

6.6 72 '03:; Accts Payable 
Debt Due _ _  _ _  

28.5 23.2 2.9 Other 
Current Liab. 35.1 30.4 15.9 

ANNUALRATES Past Past Es$l':?iil 
of change [per sh) 10 Yn.  5 YE. 
Revenues 2,5yo 5.0y0 6,0% 
"Cash Flow" 1.5% 4.0% 4.5% 
Earnings 0.5% 4.0% 6.0% 

j::; !j::i g::; Dividends 
Book Value 

Cal- QUARTERLyREVENUES(Imiil.) Full 
endar Mar.31 Jun. 30 Sep. 30 Dec. 31 Year 
2010 13.8 l5 .9  21.0 
2011 I 6 .O  17.4 20.6 15.4 69.4 

i:;: i!:; i:;; it:; ii:; 
2014 22.0 24.0 30.0 24.0 

--- 
Fix. Chg. COV. 400% 419% 200% 

Gal- EARNINGS PER SHARE' 
endar Mar,31 juri. 30 Sep. 30 Dee. 31 {:!: 
2010 .I2 27 S4 2o 1.13 
'01' 26 .37 .39 ." '.I3 

i::: 1'220 ;:; 1:; :E :::; 
2014 .25 ,d5 ,65 .20 1.55 - 

endar Mar.3l Jun.30 Sep.30 {:!: - 
222 222 228 228 

::;! :;:! :;:! :;:: $83 ;g2 
2o12 ,238 .238 ,243 ,243 ,96; 
2013 243 

Gal- QUARTERLY DlVlDENDS PAID 6 

I I I 
BUSINESS: Connecticut Water 
holding company, whose income is derived from earnings of ik 
wholly-owned subsidiary companies (regulated water utilities). It 
largest subsidiary, Connecticut Water, accounted for about 85% of 
the holding company's net income in 2012, and provides water 
services to 400,000 people in 55 towns throughout Connecticut and 

Connecticut Water Service's earnings 

2013. Due almost entirely to the large is- 
suance of new equity in December, the 
amount of the company's outstanding 
stock rose by almost 25% last year. 
Though the company will probably per- 
form well on a n  operational basis, we 
think its share net  will fall by 12%. to 

We expect 2014 to be better. The utility 
filed a request for higher rates in 2012. 
After a recent delay, it seems like the 
much-needed rate  relief will go into effect 
in January of next year. A reasonable rul- 

cost front, should enable Connecticut's 
share net to rebound by 15%, to $1.55. 
Connecticut Water's balance sheet has 
become much larger and healthier. 
The firm's total capital expanded by a 
whopping 43% in 2012, thanks in part to 
the acquisition of two Maine-based water 
utilities. And while the new equity will be 
dilutive, i t  did shore up the utility's 
finances, which had been deteriorating. In 
fact, the equity-to-total capital ratio rose 
by more than four percentage points. 

per share will most likely decline in 

40, 

ing, along with some improvement on the 

A) Diluted earnings. Next earnings report due 

une, September, and December. Div'd rein- 

vd-May. 
B) Dividends historically paid in mid-March, 

Water, 12h2. Inc.: CT. Has about 260 employees. ~ C h a i i  
manlPresidenffCE0: Eric W. Thornburg. Officers and directors own 
2.2% of the common stock; BlackRock, Inc. 6.7%: The Vanguard 
Group, 5.3%. Address: 93 West Main Street, Clinton, CT 06413. 
Telephone: (860) 669-8636. Web: www.chvater com. 

vestment plan available. Company's Financial Strength B+ 
(C) In millions, adjusted for split. Stock's Price Stability 90 
(D) Includes intangibles. In '12: $31.7 mil- Price Growth Persistence 35 
lion/$2.89 a share. Earninar Predictabilitv 

238.9 246.1 247.7 268.1 Pfd Stock $0.8 mill. Pfd Divd NMF 
7.5% 7.0% 5.0% 4.9% 

Common Stock 10,970,895 shs. 10.9% 10.6% 7.5% 6.9% 
11.0% 10.6% 7.6% 7.0% 

MARKET CAP $325 million (Small Cap) 
CURRENT POSITION 2010 2011 12/31/12 71% 71% 105% 

The company's recent expansion 
diversifies its regulatory risk. Before 
2012's purchases, Connecticut Water's fate 
was solely in the hands of regulators in 
the Nutmeg state. Unfortunately, for 
CTWS, the s ta te  hasn't always been 
sympathetic to utilities. Despite some 
signs of improvement, however, the estab- 
lished rate of return that  i t  allowed utili- 
ties to  earn on equity was almost a full 
percentage point below that  of the national 
average. And. while Maine can't be de- 
scribed as pro-business, based on past de- 
cisions. the state appears to have a more 
constructive utility policy. 
Investors should hold off making 
commitments to this untimely stock, 
for now. In our January report three 
months ago, we opined tha t  despite some 
of the company's positives, the equity was  
more than fully valued. And even though 
it h a s  underperfomed the market averages 
by more than 10% over that  time span, we 
believe that  there are  other utilities in the 
Value Line universe that  offer better total 
return potential over the pull to 2016- 
2018. 
James A. Flood April 19, 2013 



:APITAL STRUCTURE as of 12/31/12 
M a l  Debt $142.6 mill. Due in 5 Yrs $32.5 mill. 
-T Debt $131.5 mill. LT Interest $7.0 mill. 
:LT interest coverage: 4.1~) 

(42% of Cap'l) 

Gal. QUARTERLY REVENUES [$ mill.) 
endar Mar.31 Jun. 30 Sep. 30 Dec. 31 
2010 21.6 26.5 29.6 25.0 
2011 24.0 26.1 28.7 23.3 
2012 23.5 27.4 32.3 27.1 
2013 28.0 28.0 32.0 27.0 
2014 30.0 29.0 36.0 30.0 

endar Mar.31 Jun. 30 Sep. 30 Dec. 31 
2010 .I1 .31 .37 .I7 

tal- EARNINGS PER SHARE" 

'ension Assets-12/11 $37.9 mill. 

Pfd Stock $3.4 mill. Pfd Div'd: $ 2  mill. 
Oblig. $62.8 mill. 

FUII 
Year 
102. 
102. 
110. 
115 
125 

Year 
.9f 

FUII 

Common Stock 15,615,595 shs 
as of 3/5/12 

A) Diluted earnings. May not sum due lo 

day. Aug., and November Div'd reinvestment 

ounding. Next earnings report due early May. 
B) Dividends historically paid in mid-Feb.. 

Company's Financial Strength B+ 
Stock's Price Stability 95 
Price Growth Persistence 35 
Earnings Predictability 80 

,185 ,185 ,185 .I875 
,1875 

I I 

6.12 6.25 6.44 6.16 6.50 6.79 6.75 6.60 6.50 698 7.20 7.70Revenuespersh 9.10 
115 1 128 I 133 I 133 1 1.49 I 1.53 1 1.40 1 1.55 I 1.46 1 1.56 I 1.65 1 1.85 l"CsshFlow"perrh I 2.30 

BUSINESS: Middlesex Water Company engages in the ownership 2012, the Middlesex System accounted for 65% of total revenues 
and operation of regulated water utility systems in New Jersey, Del- At 12/31/12, the company had 279 employees. Incorporated: NJ. 
aware, and Pennsylvania, It also operates water and wastewater President, CEO, and Chairman: Dennis W. Doll. Officersldirectors 
systems under contract on behalf of municipal and private clients in own 3.1% of the common stock; BlackRock, 6.3%; The Vanguard 
NJ and DE. Its Middlesex System provides water selvices to 60,000 Group, 5.7% (4/13 proxy). Address: 1500 Ronson Road, Iselin. NJ 
retail customers, primarily in Middlesex County, New Jersey. in 08830. Tel.: 732-634-1500. Internet: www.middIesexwater.com. 

The profit outlook now looks a little 
less ebullient for Middlesex Water. We 
have trimmed our share-eamings target 
by a nickel, primarily due to the tepid eco- 
nomic environment in New Jersey. Though 
this market has shown some promising 
signs. New Jersey still has  a n  above- 
average unemployment ra te  and trails 
only Florida in terms of the  number of 
foreclosures to new residential mortgages. 
While the company's operations were not 
materially hurt  by Superstorm Sandy, the 
lingering effects of the storm ought to fur- 
ther complicate matters for many 
homeowners and businesses. 
Weakness in the commercial and in- 
dustrial markets will stifle growth. 
Recently, Middlesex lost two contracts 
worth a combined $4.5 million in revenue. 
The borough of Sayreville, New Jersey, 
one of its wholesale customers, decided not 
to renew its service effective August of 
2013. Additionally, the company lost a con- 
tract with its largest retail water custom- 
er, Hess. The oil & gas operator shut  down 
a refining facility in Port Chester, New 
Jersey at the end of February. This con- 
tract was worth $2.6 million in revenue 

and may be a precursor of a larger drop in 
water consumption by commercial and in- 
dustrial users in the Garden State. 
Rate hikes in 2012 ought to provide 
some relief to top line. The company 
received rate increases last year of $8.1 
million and $3.9 million for its Middlesex 
system and Tidewater business. These 
notable increases, coupled with additional 
hikes in the Pinelands market. should 
help offset some of the softness in the com- 
mercial and industrial sectors. 
Capital investment will be key to 
longer-term growth. The company ex- 
pects to invest $73 million over the next 
three years. The vast majority of these in- 
vestments are targeted toward its Distri- 
bution systems. The RENEW initiative 
will help cut costs by improving the overall 
distribution process for i ts  customers. 
The issue has a Timeliness rank of 2 
(Above Average). These shares are ap- 
pealing to income and momentum inves- 
tors. However, the longer-term investor 
should stay on the sidelines, given the 
stocks rich valuation and below-average 3- 
t o  5-year capital appreciation potential. 
Michael Collins April 19. ZOI. 

http://www.middIesexwater.com


Total Debt $356 3 mill Due in 5 Yrs $21 2 mill 
LT Debt $335 6 mill LT Interest $18 6 mill 
[Total interest coverage 4 6x) 

Leases, Uncapitalized: Annual rentals $4 7 mill 

Pension Assets $75 5 mill 

Pfd Stock None 

Common Stock 18,694,785 shs 

(55% of Cap I) 

Oblig. $141 0 mill 

tons that main 

We think the company's share net repair, the utility will probably have to 
should see a nice rise in 2013. Early spend more than $100 million annually 
last year, SJW filed a rate case with state over the next 3- to 5-year period Internal- 
regulators seeking to raise fees by 21 5% ly generated cash won't come close to 
in 2013, 4 9% in 2014. and 12 6% in 2016, financing these outlays Thus, the compa- 
respectively No decision has been reached ny will have to depend heavily on the out- 
yet, but the utility was allowed to imple- side markets. The resulting higher inter- 
ment higher rates in  January on a n  inter- est expense from the  new debt issued will 
im basis. So, even with the increase in erode profits while more new equity offer- 

Our earnings estimates for SJW are short term as a result of the interim rate 
tentative as they are based upon rea- relief. its recent performance has  dis- 
sonable regulatory ruling. Predicting counted most of the positives, leaving i t  
the actions of a state regulatory commis- with below-average total return potential 
sion is, to say the least. not an exact through 2016-2018. Moreover, a harsh rul- 
science Faced with considerable pohtical ing by regulators on S J W s  pending rate 
pressure to keep water ra tes  low, we are  cases could seriously impede the compa- 
still not forecasting a negative decislon be- ny's growth prospects 
cause certain of SJW main expenses did JamesA. Flood April I9, 2013 

Company's Financial Strength B+ 
Stock's Price Stability 80 

i16.36: '08. $1.22: '10. 46d. Next eaminos June, SeDtember. and December. Div'd rein- Price Growth Persistence 60 

A) Diluted earnings. Exdudes nonrecurring add due to rounding. 
Dsses : '03, $1.97; '04, $3.78; '05, $1.09; '06. (8) Dividends historically paid in early March, 

(C] In millions, adjusted for stock splits. I 
eport due iate May. Quarterly egs. may not I vestment'pian available. I 
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2Q2012 391011 192011 I percent 

9, (lie); '00, 26; '01, 2$; '02, 5$; '03, 4$; '12. (B) 
?$. Excl. gain from disc. operations: '12. 9$. June, Sept. & Dec. 

available (5% discount). 

vidends historically paid in early March, 
Div'd. reinvestment plan 

ay not sum due to rounding. Next earnings 

.72 ~ ,: 1 61 I .76 1 
.86 1 :; .34 .40 .42 .47 .51 

.24 .26 .27 .28 .30 .3: 

. 8 .82 .90 1.16 1.09 1.21 

(C) In millions, adjusted for stock splits. Company's Financial Strength B+t  
Stock's Price Stability 100 
Price Growth Persistence 65 
Earninas Predictabilitv 100 

3.9% I 2.9% I 3.0% I 3.3% I 2.5% 1 2.5% 
:APITAL STRUCTURE as of 12/31/12 
rota1 Debt $1669.2 mill.Due in 5 Yrs $368.3 mill. 
.T Debt $1543.9 mill. 
LT interest earned: 5.0~; total interest coverage: 
L l x )  (53% of Cap'l) 

'ension Assets-12/12 $190.1 mill. 
Oblig. $303.1 mill. 

'fd Stock None 
:ornrnon Stock 140,347,743 shares 
IS of 2/14/13 
tARKET CAP $4.5 billion (Mid Cap) 
XRRENT POSITION 2010 2011 12/31/12 

ieceivables 85.9 81.1 92.9 
nventory (AvgCst) 9.2 11.2 11.8 

44.4 220.0 150.7 Ither 
:urrent Assets 145.4 320.5 260.9 
kcts Payable 45.3 68.3 55.5 
lebt  Due 28.5 80.4 125.4 

149.9 277.0 93.3 I ther 
:urrent Liab. 223.7 425.7 274.2 
Iix. Chg. Cov. 290% 367% 398% 

4NNUAL RATES Past Past Est'd '10-'12 
Ichange(persh) 10Yrr. 5Yrs. lo'16.'18 

Cash Flow" 8.5% 8.0% 4.5% 
rarnings 6.5% 4.5% 8.0% 
lividends 7.5% 8.0% 8.0% 
300k Value 9.0% 7.0% 6.5% 

Gal- QUARTERLY REVENUES (S mill.) ~ ~ 1 1  
ndar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2010 160.5 178.5 207.8 179.3 726.1 
2011 163.6 178.3 197.3 172.7 712.0 
2012 164.0 191.7 214.6 187.5 757.8 
2013 180 210 215 195 800 
2014 190 220 225 200 835 
Gal- EARNINGS PER SHARE A ~ ~ 1 1  
mdar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2010 .16 2 2  .32 2 0  .90 
2011 2 2  2 7  .30 25  1.03 
2012 2 0  .30 .36 .25 1.09 
2013 .25 .35 .43 .32 1.35 

1.45 

Full 
Year 
.55 
.59 
6 3  
6 7  

LT Interest $60.0 mill. 

($MILL.) 
:ash,Assets 5.9 8.2 5.5 

- - _ _  

--- 

!evenues 8.0% 7.5% 3.5% 

- 

- 

I_... *.... - 

2003 
2.97 
.96 
.57 
.35 

1.32 
5.34 

123.45 
24.5 
1.40 

2.5% 
367.2 
67.3 

39.3% 

51.4% 
48.6% 
1355.7 
1824.3 

6.4% 
10.2% 
10.2% 
4.2% 
59% 

BUSll 

- 

- 

- 
- 

- 

- 

-. - 

- 

- 

- 

- 

3.48 
1.09 
.M 
.37 

1.54 
5.89 

127.18 
25.1 
1.33 

2,3% 
442.0 
80.0 

39.4% 

50.0% 
50.0% 
1497.3 
2069.8 

6.7% 
10.7% 
10.7% 
4.6% 
57% 

- 

- 
- 

- 

- 
._ - 

- 

- 

- 

13649 13797 13888 
231 21 1 21 3 
154 134 134 

31% 31% 28% 
6705 7261 7120 
1044 1240 1448 

394% 392% 329% 
- _  - -  29% 

556% 566% 527% 
444% 434% 473% 
24955 27062 26468 
32273 34693 36129 
5 6% 5 9% 6 9% 
94% 106% 116% 
94% 106% 116% 
27% 37% 46% 
72% 65% 60% - 

others. SS: Aqua America, Inc. is the holding company for water 

- 
26.9 
21.1 

- 

... . ..a ... 

& 2012 
5.40 
1 .89 
1.09 
.67 

2.48 
9.87 

140.35 
21.9 
1.40 

2.8% 
757.8 
153.1 

39.0% 
3.1% 

52.7% 
47.3% 
2929.7 
3936.2 

6.6% 
11.0% 
11.0% 
4.3% 
61 % 

later SI 

- 

- 
- 

- 

- 

- 

- 

___ 

__ 

- 

32.3 
25.7 

- 
t 

5.70 
2.00 
1.35 
.70 

2.65 
11.20 
140.50 

__ 

~ 

gold fii 
Val" 
&id 

800 
190 

3.0% 
50.0% 

3150 
4150 
6.0% 

12.0% 
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STOCK INDEX 
1 yr. 44.9 15.7 
3yr. 94.8 43.2 
5vr. 93.8 73.0 

2014 ' &VALUE UNE PUB. LLC 1'6-18 
5.90 Revenues per sh 6.46 
2.10 "Cash Flow" per sh 2.35 
1.45 Earnings per sh A 1.66 
.84 Div'd Ded'd per sh E= f.00 

2.65 Cap'l Spending per sh 2.65 
12.25 Book Value per sh 13.30 

f41.00 Common Shs Outst'g 143.00 
TS are Avg Ann'l PIE Ratio 21.0 
jne Relative PIE Ratio 1.40 

Avg Ann'l Div'd Yield 2.9% 

835 Revenues ($mill) 915 

40.0% Income Tax Rate 40.0% 
3.0% AFUOC X to Net Profit 2.0% 

50.0% Long-Term Debt Ratio 50.0% 
50.0% Common Equity Ratio 50.0% 

3450 Total Capital ($mill) 3800 
4350 Net Plant ($mill) 4600 
6.0% Return on Total Cap'l 6.0% 

12.0% Return on Shr. Equity 11.5% 
12.0% Return on Com Equity 11.5% 
6.0% Retained to Com Eq 4.0% 
58% All Div'ds to Net Prof 65% 

lues '12: residential. 60.5%: commercial. 

ter 

205 Net Profit ($mill) 220 

and wastewater utilities that setve approximately three million resi- 
dents in Pennsylvania, Ohio, North Carolina, Illinois, Texas, New 
Jersey, Florida. Indiana, and five other states. Divested three of 
four non-water businesses in '91; telemarketing group in '93; and 
others. Acquired Aquasource. 7/03; Consumers Water, 4/99; and 

16.1%; industrii ,other, 23.4%. Officers and directors own 1.4% 
of the common stock (4113 Proxy). Chairman & Chief Executive Of- 
ficer: Nicholas DeBenedictis. Incorporated: Pennsylvania. Address: 
762 West Lancaster Avenue, Blyn Mawr, Pennsylvania 19010. Tel- 
ephone: 61 0-525-1400. Internet: www.aquaamerica.com. 

Aqua America ought to grow a t a  
decent clip in 2013. The company should 
be able to capitalize on increased natural 
gas drilling that  should strengthen over 
the long haul. WTR has some nice mo- 
mentum after posting a record share  net 
in 201 2. The better-than-expected bottom- 
line figure was attributable to improved 
operational performance and solid growth 
in its regulated and unregulated units. I t  
should be noted the GAAP share earnin s 
included a tax benefit of $0.22. The beneat 
resulted from WTR revising its tax method 
of accounting for certain qualifying utility 
system repairs in its Pennsylvania opera- 
tions (switched to expensing asset im- 
provement costs that  were previously 
being capitalized). That benefit included a 
"catchup clause" that allowed Aqua to 
reduce their tax bill from projects prior to 
2012. We view the "catchup clause" as a 
one-time event and excluded it from our 
2012 earnings presentation. However, the 
remaining tax benefit will be amortized 
over the next ten years and will be in- 
cluded in our projections going forward. 
We are raising our 2013 share-net tar- 
get from $1.15 to $1.35. We are also in- 

troducing 2014 estimates and expect reve- 
nue and share earnings to come in at $835 
million and $1.45. respectively. 
The balance sheet is looking 
healthier. WTRs cost-cutting plans, 
organic growth, and new tax method 
should continue to help generate solid free 
cash flow. A dividend hike may be pos- 
sible, given tha t  its current 50% payout 
ratio is below its historical average. Acqui- 
sitions may also be possible in markets 
with strong upside like Texas and Ohio. 
Increased natural gas activity should 
provide a boost to profitability. The 
colder-than-ex ected winter has  lifted 
prices to the f4.00 level of late. The Mar- 
cellus water pipeline venture finished its 
second phase and water has already begun 
pumping to drilling operators. Phase I11 of 
the project finished in March and will pro- 
vide Shell with a majority of i ts  water. 
Management also hinted there could be a 
Phase IV if market conditions permit. 
These timely shares have risen 28% 
year to date. Thus, the stock may only be 
suitable for the income- and momentum- 
investor a t  this time. 
Michael Collins April 19, 2013 
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June 7,2013 NATURAL GAS UTILITY 539 
Stocks in the Natural G a s  Utility Industry have 

risen nicely in value of late. We attribute that 
movement partly to better-performing financial 
markets, as some central banks have indicated 
that they will maintain an expansionary monetary 
policy to help stimulate economic growth. Other 
catalysts include recent domestic data showing 
consumer confidence on the rise and the real 
estate sector gathering strength. Notably, when 
market corrections occur, the stocks in this cat- 
egory tend to be better off than those in a number 
of other industries. That’s partly because their 
generous levels of dividend income provide a mea- 
sure of stability. 

The United States Economy 
For the opening quarter of 2013, Gross Domestic 

Product (GDP) grew 2.4%, quite a turnaround from the 
fourth-quarter tally of just  0.4% (following an  upward 
revision). Contributing factors included a rise in per- 
sonal consumption expenditures, a smaller decrease in 
federal government spending, and an upturn in exports. 
Still, the first-quarter result was a bit lower than the 
better-than-3% gain generally forecasted, as there was a 
cooling off in industrial production and retail spending 
levels later during that period. For the second quarter, 
we believe that economic growth will average between 
just  1% and 2%, reflecting, among other things, uneven 
services sector gains, further sluggishness in industrial 
production, plus ongoing economic difficulties in Europe. 
In this not-so-spectacular operating environment, cus- 
tomers have been focusing on energy conservation, 
which, of course, acts as a restraint on the revenues of 
the companies included in the Natural Gas Utility 
Industry. 

Rate Cases 
Rate cases are a very important factor for natural gas 

utilities. Federal authorities establish wholesale service 
tariffs, and state regulators determine retail distribu- 
tion rates. Adequate returns on common equity are 
necessary to keep these businesses viable. Higher rates 
are sought to pay for the cost of expansion, storm 
damage, andor to cover the expenses of maintaining 
reliable service. To promote good relationships with 
customers and regulators, managements endeavor to  
keep operating and service costs as  low as possible. At 
times, however, political pressure can compel authorities 
to limit rates of return, to the detriment of utility 
companies. But mostly, regulators attempt to strike an 
equitable balance between the interests of shareholders 
and customers. 

Effect of Low Gas Prices On The Industry 
Contrary to what some believe, a low gas price envi- 

ronment is generally good for regulated utility opera- 
tions. That’s partly because it may lead to reduced prices 
for customers, which could lessen bad-debt expense. 
Moreover, there is an increased possibility that home- 
owners will switch from alternative fuel sources, such as 
oil or propane, to natural gas. Even so, the companies in 
our category also possess nonregulated businesses, in- 
cluding energy marketing and trading, which tend to 
underperform when gas prices are in a slump. 

I INDUSTRY TIMELINESS: 35 (of 9 7 1  

Oklahoma Tornado 
In late May; a powerful tornado, with winds exceeding 

200 miles per hour, tore through a central Oklahoma 
city, demolishing thousands of homes and numerous 
other buildings, along a 17-mile path. Preliminary esti- 
mates indicate that the total damage could be roughly $2 
billion. 

Natural gas distribution pipelines are located mostly 
underground, providing a good measure of protection 
against adverse weather conditions. Nonetheless, these 
assets can be damaged by uprooted trees and shifted 
foundations. In addition, fallen tree limbs and other 
debris can crush meters and associated piping near 
homes and other buildings. I t  appears that companies in 
the group with operations in the affected area held up 
reasonably well, though. 

Dividends 
The primary attraction of utility equities is their 

generous levels of dividend income. At the time of this 
writing, the average yield for the 11 companies in our 
group was about 3.4%, considerably higher than the 
Value Line median of 2.1%. Standouts include AGL 
Resources, North west Natural Gas, Laclede Group, and 
WGL Holdings. When the financial markets are turbu- 
lent, which seems to be more cotnmon these days, 
healthy dividend yields tend to act as an anchor, so to 
speak, in this category. 

Conclusion 
Stocks in the Natural Gas Utility Industry are most 

appropriate for income-oriented investors with a conser- 
vative bent (given that a number of these issues are 
ranked favorably for Safety and earn high marks for 
Price Stability). It should be noted, however, that com- 
panies with larger nonregulated operations may offer a 
higher potential for returns, though profits could be 
more volatile than for companies with a greater empha- 
sis on the more stable utility segment. As always, our 
readers are advised to carefully examine the following 
reports before making a commitment. 

Frederick L. Harris, 111 
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5.4% I 5.5% I 5.5% I 6.2% I 4.9% I 4.7% 
:APTTAL STRUCTURE as of 3/31/13 
rota1 Debt $5071 mill. Due in 5 Yrs $2370 mill 
-T Debt $3324 mill. LT Interest $184 mill 
Total interest coverage' 6 5x) 

.eases, Uncapitalized Annual rentals $214.9 mill. 
Jension Assets-12/12 $845.0 mill. 

Obllg. $968.0 mill. 
Vd Stock None 

:ommon Stock 118,180,683 shs. 
is of MU13 

MARKET CAP $5.0 billion (Large Cap) 
EURRENT POSITION 2011 2012 3/31/13 

69 131 149 
($MILL) 

Sash Assets 
2617 2537 2212 3ther 

,went Assets 2746 2668 2361 
4ccts Payable 294 334 314 
Debt Due 1928 2214 1747 

862 790 999 %her 
Current Liab. 3084 3338 3060 

--- 

--- 
Fix. Chg. Cov. 325% 330% 650% 
ANNUAL RATES Past Past Est'd 'IO-'12 
ifchange@ersh) 10Yn. 5Yn. to'l6'18 

"Cash Flow" 4.5% 1.5% fO.O% 
Earnings 8.0% 1.5% 9.0% 
Dividends 5.0% 6.5% 2.0% 
Book Value 8.0% 5.0% 5.0% 
Gal. QUARTERLY REVENUES ($ mill.) A FUII 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2010 1003 359 346 665 2373 

2012 1404 686 614 1218 3922 
2013 1709 650 560 1236 4155 
2014 1805 695 595 1310 4405 
Calm EARNINGS PER SHAREAB FUII 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2010 1.73 .17 .29 .81 3.00 
2011 1.59 .23 d.04 .37 2.12 
2012 1.12 .28 .OB .84 2.32 
2013 1.31 2 5  .I5 .84 2.55 
2014 1.75 2 5  .15 .75 2.90 
Cat- QUARTERLY DMDENDS PAlD cFm FUII 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2009 .43 .43 .43 .43 1.72 
2010 .44 .44 .44 .44 1.76 
2011 .45 .45 .45 .55 1.90 
2012 .36 .46 .46 .46 1.74 
2013 .47 .47 

Revenues 5.0% -3.0% 8.0% 

2011 a78 375 295 790 2338 

I 

!4 Fiscal war ends December 31st. Ended I $0. 

1.11 1.15 1.30 1.48 1.64 1.68 1.72 1.76 1.90 1.74 1.88 1.92 Div'dsDecl'dpershCFm 2.04 
2.46 3.44 3.44 3.26 3.39 4.84 6.14 6.54 3.65 6.63 5.15 5.60 Cap'l Spending persh 6.45 

14.66 18.06 19.29 20.71 21.74 21.48 22.95 23.24 28.33 28.76 32.80 33.75 BookValuepersh 0 36.05 
64.50 76.70 77.70 77.70 76.40 76.90 77.54 78.00 117.10 117.88 117.00 f17.00 CommonShsOutst'n E 117.00 

BUSINESS: AGL Resources Inc is a public utility holding compa- 
ny. Distribution subsidiaries indude Atlanta Gas Light, Chattanwga 
Gas, Elizabethtown Gas. Virginia Natural Gas, Florida City Gas and 
Elkon Gas. Acquired Nicor in 2011. The utilities have more than 
4.4 million customers in Georgia, Virginia, Tennessee, New Jersey, 

and other allied services. Deregulated subsidiaries: Georgia Natural 
Gas markets natural gas at retail. BlackRock Inc. owns 7.0% of 
common stodc officersldirectors, less than 1.0% (3/13 Proxy). 
President & CEO: John W. Somerhalder 11. Inc.: GA Addr.: Ten 
Peachtree Place N.E., Atlanta, GA 30309. Telephone: 406584- 

Florida, and Illinois. Engaged in nonregulated natural gas malketing 

AGL Resources' first-quarter results 30 years. The interest rate is low com- 
4000. Internet www.aglresounes.com. 

showed marked improvement over a pared to historical averages and should be 
year ago. Net income rose to $154 million highly beneficial to earnings when rates 
(up IS%), and earnings per share were start to rise. I t  also sold off its Compass 
$1.31. a 17% increase. Total revenues Energy subsidiary. The sale brought in 
rebounded from a year ago on the back of $12 million, which will be upped by an ad- 
a cooler first quarter, which tended to be ditional $3 million-$8 million, based upon 
more in line with historical temperatures. financial performance. This should add 
A year ago, earnings were dragged down $0.05 a share to second-quarter earnings. 
by Nicor merger-related expenses, which Overall, the balance sheet continues to be 
are no longer a factor. The company has strong, but total share count continues to 
outstanding rates cases and possible posi- creep higher. 
tive legislative actions, including a New The Timeliness rank of AGL Re- 
Jersey update infrastructure replacement sources' shares is 3 (Average). How- 
program, a Georgia expanded infrastruc- ever, this issue has some appealing char- 
ture case, and an  Illinois depreciation rate acteristics, such as the highest total- 
change. These actions will likely be ruled return potential in the sector. Though 
upon by year's end, and positive results price growth from its high perch may be 
could boost earnings. The company also somewhat limited. GAS shares remain a 
signed an agreement with UPS to  deliver good choice for conservative and income- 
500.000 gallons of liquid natural gas based investors, as the yield is also the 
monthly in Tennessee over a 10-year con- highest in Natural Gas Utilities segment. 
tract, which should boost margins even That said. we have low expectations for fu- 
further. ture dividend increases at this point. Con- 
The company is building up its cash servative investors should also notice the 
position through debt issuances and stocks high marks for Price Stability and 
divestitures. Senior notes totalling $500 Safety. 
million were issued a t  a 4.4% coupon over John E. Seibert 111 June 7, 2013 

from the Nicor merger. 

any pihted o( electrwdc putkauon. service M poha 



ET,o 7,8(Traihq17.77 
RECENT 43,02 1 Median:14.0) 

~MEUNESS 2 ~ada4n~ High: 24.5 25.5 27.6 30.0 33.1 33.5 29.3 30.3 32.0 
17.6 20.8 23.4 25.0 25.5 23.9 19.7 20.1 25.9 

iAFETY 2 Ralsed12n6105 LEGENDS 
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Fiscal z,:: 
2010 
2011 
2012 
2013 
2014 
Fiscal 

2010 
2011 

2013 
2014 
Gal- 

endar 

2009 
2010 
2011 
2012 
2013 

A) Fiscal 

2012 

loB (wo, '?@ll; '?!; % 1 :h$::t ' 

HWs 51653 52881 53879 
l O d  131 115 115 waded 

Atmos Energy's history dates back to 
1906 in the Texas Panhandle. Over the 

QUARTERLY REVENUES ($mill.) A Full 
D e ~ 3 1  Mar.31 Jun.30 Sep.30 F G  

1292.9 1940.3 770.2 786.3 4789.7 
1133.3 1581.5 843.6 789.2 4347.6 
1084.0 1225.5 576.4 552.6 3438.5 
1034.2 1309.0 581 565.8 3490 
f O 5 0  f350 610 590 3600 

EARNINGS P E R S W A B  E Full 
Dec.31 Mar.3i Jun.30 Sep.30 YG 

1.00 1.17 d.03 .02 2.16 
.81 1.40 .04 .01 2.26 

.85 1.23 .34 .03 2.45 

.82 1.37 .35 .06 2.60 
QUARTERLY DMDENDS PAID t FUII 

Mac31 Jun.30 Sep.30 Dec.31 Year 
.33 .33 .33 ,335 1.33 
.335 ,335 ,335 .34 1.35 
.34 .34 .34 ,345 1.37 
,345 ,345 ,345 .35 1.39 
.35 .35 

year ends Sept. 3w1. (6) Diluted 8$. 

.68 1.12 .31 - -  2.10 

/ears, through various mergers, it became 
part of Pioneer Corporation, and, in 1981, 
Pioneer named its gas distribution division 
Energas. In 1983, Pioneer organized 
Energas as a separate subsidiary and dis- 
tributed the outstanding shares of Energas 
to Pioneer shareholders Energas changed 
Rs name to Atmos in 1988. Atrnos acquired 
Trans Louisiana Gas in 1986, Western Ken- 
tucky Gas Utility in 1987, Greeley Gas in 
1993, United Cities Gas in 1997, and others. 
CAPITAL STRUCTURE as of 3/31/13 
Total Debt $2688.5 mill. Due in 5 Yrs $1320.0 mill. 
LT Debt $2455.5 mill. 
(LT interest earned: 3.1~; total interest 
coverage: 3.1~) 
Leases, Uncapitalized Annual rentals $17.6 mill. 
Pfd Stock None 
Pension Assets-SM2 $343.1 mill. 

Common Stock 90,549,038 shs. 
as of 4/26/13 
MARKET CAP: $3.9 billion (Mid Cap) 
CURRENT POSmON 2011 2012 3/31/13 

131.4 64.2 65.5 
(WILL) 

Cash Assets 
879.6 763.8 936.9 Other 

Current Assets 1011.0 828.0 1002.4 

LT Interest $1 10.0 mill. 

Oblig. $480.0 mill. 

--- 

,hn. Exd. nmrec. items: '03, d17$; '06. dl8$; 
37, d2$; '09, 126; '10, 51; '11, (It). Exdudes 
liscontinued operations: '11. 101; '12, 271; '13, 

AcctsPayable 291.2 215.2 316.4 
Debt Due 208.8 571.1 233.0 

367.6 489.7 377.4 Other 
Cumnt Liab. 867.6 1276.0 926.8 

--- 

his 
anc 
PUI 

-...- -.. .... .". e... 
... 

79.5 I 86.2 I ,t;t: 
37.1% I 37.4% 

1516.0 I 1722.5 I 3374.4 

70% I 77% I 73% 

43.0% 1 48.0% I 49.2% I 50.1% I 54.6% 
3828.5 I 4092.1 I 4172.3 14346.2 I 3987.9 

63% I 65% I 65% I 68% I 62% 

BUSINESS Ahos Energy Corporation is engaged primarily in the 
distribution and sale of natural gas to more than three million ws- 
tomers through six regulated natural gas utility operations: Louisi- 
ana Division. West Texas Division, Mid-Tex Division, Mississippi 
Division, ColoradeKansas Division, and KentuckylMid-States Divi- 
sion. Gas sales breakdown for 2012: 65%. residential: 28%. corn 
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rnercial; 3%, industrial; and 4% other. 2012 depredation rate 3.3%. 
Has around 4,760 employees. Officers and directors own 1.2% of 
common stock (la12 Proxy). President and Chief Executive Of- 
ficer: Kim R. Cocklin. Incorporated: Texas. Address: Three Lincoln 
Centre, Suite 1800, 5430 LBJ Freeway, Dallas, Texas 75240. Tele- 
phone: 972-934-9227. Internet: www.atmosenemv.com. 

Atmos Energy generated solid profits 
during the first half of fiscal 2013 
(ends September 30th). relative to the 
year-earlier tally. The bread-and-butter 
natural gas distribution unit benefited 
from a drop in operating expenses, includ- 
ing legal and depreciation costs. Notably, 
during that period, Atmos was able to 
complete 10 rate-case proceedings, which 
ought to result in a $66.4 million rise in 
annual operating income. (The majority of 
the increase is for the Mid-Tex division.) 
Meanwhile, the regulated transmission 
and storage operation enjoyed higher reve- 
nues from a Gas Reliability Infrastructure 
Program filing that became effective in 
April, 2012. At this juncture, it seems that 
Atmos' fiscal 2013 share net will climb 
about 16%. to $2.45. Assuming additional 
expansion of operating margins, the bot- 
tom line stands to advance another 6%, to 
$2.60 a share, next year. 
Non-core operations have been 
divested. One of them was the natural 
gas distribution segment in Georgia, 
representing around 64,000 customers, to 
an affiliate of A1 onquin Power & Utilities 
Cow. for about g155 million. That follows 

the sale of the natural gas distribution 
business in Missouri, Iowa, and Illinois 
(serving roughly 84,000 customers) to an 
affiliate of Algonquin Power & Utilities 
Corp. for $129 million. Management has 
used the proceeds from those deals to sup- 
port growth initiatives in such key states 
as Texas and Louisiana. 
The stock offers a healthy amount of 
current dividend income. which is 
well covered by earnings. Too, our 
2016-2018 projections indicate that fur- 
ther, albeit moderate, increases in the pay- 
out will probably take place. Other posi- 
tives include a 2 (Above Average) Safety 
rank and excellent score for Price 
Stability. 
The shares have climbed to their 
highest levels since our last report in 
March. We attribute that movement par- 
tially to Atmos' solid profits during fiscal 
2013. Consequently, the equity is ranked 
to outperform the year-ahead market. But 
it appears that the good news is already 
reflected in the recent quotation, dampen- 
ing long-term capital appreciation poten- 
tial. 
Frederick L. Harris, 111 June 7. 201.3 
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"Cash FIOW" 5.0% 4.5% 5.0% 
Earnings 7.0% 4.0% 5.5% 

Dividends Book Value ;::$ :::$ . 
Fiscal wARTERLYREMNuES(tmil'.~ A:& 2% Dec*3' Mar.3' Jun.30 'W30 Year 
2010 491.2 635.3 324.5 284.0 1735.0 ;::: :$:: ::; %:: :::,! 1;;;: 
2013 307,0 397,6 2,0 235.4 1150 
2014 375 405 2,5 1175 
Firca, EARN,NGspERsHARE A B F  2;;: Dsc.31 Mar.3l Jun.30 Sep,30 %;I 
2010 1.26 .*l d.07 2.43 

iiil 3:;; 1:;; :!; !:Ai 22:;; 
:ii: i::: i:; 1:; 2;; :$ 

Mar.31 Jun.30 Sep*30 Year 
2009 ,385 ,385 ,385 ,385 1.54 
2010 .395 .395 .395 .395 

j!i ;:i :{; !;:: 
mi? A ~ I ;  A X  

'. 

Leases, Uncapitalized Annual rentals $.9 mill. 
Pension Assetsb/Il $248.0 mill. 

Pfd Stock None 
Common Stock 22,671,392 shs. 
as of 4/26/13 

cludes merger-related expenses. Profits The Laclede Group is maintaining a 
were helped by lower pension costs and a high level of capital expenditures. 
cooler winter. Revenues were also boosted Management expects the spending to total 
by higher infrastructure spending, which around $115 million for fiscal 2013, which 
is passed through to customers as part of is largely recoverable under ISRS. The 
the infrastructure system replacement company is still working on building its 
surcharge (ISRS). The company's out- natural gas vehicle fueling station a t  Lam- 
standing rate case, which potentially could bert Airport in St. Louis, and could have 
drive revenues even higher through en- other stations in the pipeline. Though cap- 
hanced ISRS rates, could boost earnings as ital expenditures are high, cash flow has 
early as the second half of 2013, though improved year over year, thus far. 
the timing of an outcome is somewhat un- The Timeliness rank of Laclede Group 
certain. stock is 3 (Average). These shares are 
The Missouri Gas Purchase appears expected to market perform over the next 
to be on track. The financing behind the six to 12 months. The stock has performed 
brid e loan, which will go toward paying well (up 15%) since our last report, and 
the $1.035 billion cost, is fully syndicated, the dividend yield remains good for a nat- 
and all parties are waiting on regulatory ural gas utility. The total return potential 
approval. Indeed, the governing body's ap- is also above average for the sector. This 
proval in Massachusetts will be necessary issue should appeal to both conservative 
for the selloff of the New England Gas Co. and income investors, but waiting for a dip 
to Algonquin Power. After the deal is com- may be the best course of action, as this 
plete, management expects to leverage the stock is up considerably for a utility. 
capital structure to return to a more John E. Seibert 111 June 7. 2013 
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4 Fiscal year ends Sept. 30th. 

17, then diluted. Exdudes nonrecurring loss: 
31 Based on average shares outstanding thru. 

16. 76. Excludes aain from disumtinued mer- 

%TOT. RETURN 4/13 

STOCK INDEX 

Company's Financial Strength E++ 

Price GrMHth Persistence 

ations: '08, 94/. Next earnings report due late 

January, April, July, and October. Dividend 

charges. In '12: $456.0 mill., $20.41/sh. 

(F) QHy. egs. may not sum due to rounding or 
July. (C) Dividends historically paid in early (E) In millions. Stock's Price Stability 100 

reinvestment nlan available. ID) Incl. deferred chanoe in shares nirtsttanr)ino FarninnE Pmdictahilih, 

1 M. 23.7 18.4 t ;: 2; g.4" I F  
"VALUEUNE PUB. LLC 16-18 

I 50.40 50.90 Revenues per sh A 

4.56 I 4.11 I 4.62 I 4.58 I 4.65 I 4 . 85 I "Cash Flow" Der sh 
2.92 2.43 2.86 2.79 285 3.00 Earnings persh A B  3.75 
1.53 1.57 1.61 1.66 1.74 1.76 Div'dsDecl'd persh C. 1.8i 
2.36 2.56 3.02 4.71 5.00 290 CaD'l SDendina ~ e r s h  I 3.01 

' 

~. 

23.32 24.02 25.56 26.60 26.65 27.30 BookValuepe;;h 28.65 
22.17 22.29 22.43 22.62 23.0 23.0 commonshsoutsrg E 23.5 

15.5 
.89 .87 .82 .97 1.05 vaJusuno RelativePiERatio 

3.9% 4.7% 4.3% 4.1% Avo Ann'l Dv'd Yield 3.8% esUnatrr 

13.4 13.7 13.0 14.5 Boldfiglner am Avg Ann'l PIE Ratio 

. .._ , -  
1895.2 I 1735.0 I 1603.3 I 1125.5 I 1150 I 1175 lRevenuesftmill) A 1 14M; 

64.3 1 54.0 I 63.8 I 63.1 I 65.0 1 70.0 lNet Profit (Smilii I 90.0 
33.6% I 33.4% I 31.4% 1 32.0% 1 31.0% 1 30.0% llncomeTaxRate I 28.0% 

6.4% 

12.4% 10.1% 11.1% 10.6% 10.5% 11.0.h RetumonShr.Eq&y 13.0% 
12.4% 10.1% 11.1% 10.6% 10.5% 11.Ph ReturnonComEquity 13.0% 
5.9% 3.6% 4.9% 4.3% 4.1% 4.5% Retalned toCom Eq 6.8% 
53% 64% 56% 60% 61% 59% AliDiv'dstoNetProf 48% 

I - a -  - - - - - - - -  a r -  I ,  
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earnings report due late July. I (D) In’dudes regulatory assets in 2012: $441.3 I 
0 2013 Vdw line PuUW kind 
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.71 
1.15 
6.92 

40.23 
13.5 
.78 

.73 .75 .76 .?8 .80 .83 .87 .91 .96 
1.07 1.21 1.23 1.10 1.02 1.14 1.45 1.28 1.28 
7.26 7.57 8.29 8.80 8.71 10.26 11.25 10.60 15.00 

40.07 39.92 39.59 40.00 41.50 40.85 41.61 41.32 41.44 
15.3 15.2 14.7 14.2 14.7 14.0 15.3 16.8 16.1 
.80 .87 .96 .73 .80 .80 .81 .E9 .87 

5.3% I 4.6% I 4.5% I 4.4% I 4.2% I 3.9% 3.7% 3.3% 3.1% I 3.2% 
CAPITAL STRUCTURE as of 3/31/13 2544.4 2533.6 3148.3 3299.6 
Total Debt $824.4 mill. Due in 5 Yrs $214.3 mill. 65.4 71.6 74.4 78.5 
LT Debt $527.7 mill. LT Interest $19.6 mill. 39,43 39,1% 39,1% 38.9% 
Ind. $65.8 mill. capitalized leases. 
(LT interest earned: 7.5~; total interest coverage: 26% 2.8% 2.4% 2.4% 

Pension Assets-9/12 $207.8 mill. 61.9% 59.7% 58.0% 65.2% 

Pfd Stock None 852.6 880.4 905.1 934.9 

Common Stock 41,776.523 shs. 

7.5x) 38.1% 40.3% 42.0% 34.8% 

Oblig. $332.2 mill. 676.8 783.8 755.3 954.0 

10.7% 10.1% 11.2% 9.6% 
as of 4130113 15.6% 15.3% 17.0% 12.6% 
MARKET CAP: $1.9 billion (Mid Cap) 15.6% 15.3% 17.0% 12.6% 
CURRENTPOSITION 2011 2012 3/31/13 7.7% 7.8% 8.5% 6.3% 

51% 49% 50% 50% 7.4 4.5 6.0 
($MIL) 

Cash Assets ~ , ~ I I I I I I I I 

1.01 
1.46 

15.50 
41.61 
21.6 

‘ers during 2013 and 2014 combined. How- 
ever, at this point, it  has raised the range 
to 13.000 to 15,000. Additionally, we look 
for the NJR Energy Services, NJR Clean 
Energy Ventures. and NJR Energy Hold- 
ings to be nicely complementary. 
The overall financial position is in 
good shape. Indeed, the company’s cash 
position has improved almost 33% during 
the first six months of this year, leaving 
its reserves a t  almost $6.0 million. 
Meantime, the long-term debt load contin- 
ues to remain constant and represents a 
modest and easily serviceable portion of 
the capital structure. 
Shares of New Jersey Resources have 
modest appeal for conservative inves- 
tors. NJR offers a dividend yield that is in 
line with the median for the industry. 
Prospects are solid for good dividend 
growth, as well. Meanwhile. our Timeli- 
ness Ranking System suggests this equity 
will mirror the broader market averages in 
the year ahead. And total return potential 
is limited through 2016-2018. 
Bryan J. Fong June 7, 201: 

1.11 1.24 1.36 1.44 1.54 1.60 f.60 Div’dsDed’dpershh 1.72 
1.72 1.81 2.10 2.26 2.00 2.00 2.00 Cap’l Spending persh 200 

17.28 16.59 17.62 18.73 18.15 f8.70 19.85 BookValuepersh 23.50 
42.06 41.59 41.17 41.45 41.53 40.00 40.00 CommonShsOutst’gE 40.00 
12.3 14.9 15.0 16.8 16.8 sddfigqres are Avg Ann’l PIERaIio 14.0 

1.01 
1.46 

15.50 
41.61 
21.6 

1.11 1.24 1.36 1.44 1.54 1.60 f.60 Div’dsDed’dpershh 1.72 
1.72 1.81 2.10 2.26 2.00 2.00 2.00 Cap’l Spending persh 200 

17.28 16.59 17.62 18.73 18.15 f8.70 19.85 BookValuepersh 23.50 
42.06 41.59 41.17 41.45 41.53 40.00 40.00 CommonShsOutst’gE 40.00 
12.3 14.9 15.0 16.8 16.8 sddfigqres are Avg Ann’l PIERaIio 14.0 

Other --- 725.0 642.8 756.6 
Current Assets 732.4 647.3 762.6 

Accts Payable $::: gi:; 
470.5 99.7 99.5 

Debt Due 
Other 
Current Liab. 703.4 653.1 736.5 
Fix. Chg. Cov. 700% 700% 700% 

10-’12 

--- 

BUSINESS: New Jersey Resources Corp. is a holding company commercial and electric utility. 63% incentive pmgrams). N.J. Natu- 
providing retaiVwholesale energy svcs. to customers in New Jersey, ral Energy subsidiary provides unregulated retaillwhdesale natural 
and in states from the Gulf Coast to New England, and Canada. gas and related energy svcs. 2012 dep. rate: 2.3%. Has 927 empls. 
New Jersey Natural Gas had abwt 500,070 customers at 9/30/12 0ff.ldir. own about 1.1% of common (1Z12 Proxy). Chnnn., CEO 8 
in Monmwth and Ocean Counties, and other N.J. Counties. Fiscal Pres. : Laurence M. Domes. Inc.: NJ Addr.: 1415 Wyckoff Road, 
2012 volume: 161 bill. cu. t. (6% interruptible. 31% residential and Wall, NJ 07719. Tel.: 732-938-1480. Web: www.njreswrces.com. 

New Jersey Resources posted a mixed overall operations. That segment was ex- 
bag of financial results for the March pected to add 12.500-14.500 new custom- 

i-’i* zz 
0% 

:g - 
A::al 
‘639.3 
009.2 
‘248.9 
’650 
E 
A::al 
Year 

2 46 
2.58 

k i i  
2.70 - 
Full 

!!E 
1.24 
1.36 
1.44 
1.94 

incrim. Indeed, the company’s top line 
advanced approximately 57% on a year- 
over-year basis, to roughly $961 million. 
The bulk of this gain can be attributed to 
3.697 new customer accounts at the New 
Jersey Natural Gas division. Those ac- 
counts were added in the first half of this 
fiscal year. Meanwhile, most of NJR’s op- 
erating segments logged higher contribu- 
tions to net financial earnings. The only 
two segments t o  re ister weaker contribu- 
tions were the NJ% Clean Energy Ven- 
tures and NJR Home Services units. Un- 
fortunately, when combined with rising 
operating expenses, NJRs second-quarter 
bottom line declined about 8.596, to $1.64. 
This was slightly lower than we had pre- 
viously anticipated. However, we do expect 
the results to improve in the second half of 
the year. Consequently, 
W e  have left our 2013 earnings es- 
timate unchanged at $2.60 a share. 
Management has recently raised its guid- 
ance for new customer accounts at its New 
Jersey Natural Gas regulated utility divi- 
sion, which makes up the lion’s share of 

I I 

Ends 
2010 
2011 
2012 
2013 
2014 
Fiscal z:i: 
2010 
2011 
2012 
2013 
2014 
tal- 

endar 
2009 
2010 
2011 
2012 
2013 

QUARTERLY REVENUES (I mill.) A 

Dec.31 Mar.31 Jun.30 Sep.30 
609.6 918.4 479.8 631.5 
713.2 977.0 648.1 670.9 
642.4 612.9 425.1 568.5 
736.0 960.9 470 483.1 
755 980 490 505 

EARNINGS PER SHARE A B 
Dec.31 Mar.31 Jun.30 Sep.30 

.66 1.55 28 d.03 
.71 1.62 2 3  .02 

1.09 1.79 .10 d.27 
.85 1.64 2 5  d.14 
.87 f.86 . I 7  d.20 

QUARTERLY DIVIDENDS PAlO C 

Mar.31 Jun.30 Sep.30 Dec.31 
.31 .31 .31 .31 
.34 .34 .34 .34 
.36 .36 .36 .36 
.38 .38 .38 .80 

- -  .40 .40 

!A) Fiscal year ends Sept. 30th. (C) Dividends historically paid in early Jan., 
[B) Diluted earnings. Qtly egs may not sum to April, July, and Odober. Dividend reinvest- 

million, tl0.63lshare. 
(E) In millions, adjusted for splits. 

ntal d ~ ~ r !  to chanoe in shares wtstandina. Next ment olan available. 

Company’s Financial Strength A 
Stock’s Price Stabilily I00 
Price Growth Persistence 55 



zpzMz )?2 ‘?2 I Percent 15 

611.3 
46.0 

33.7% 

CAPITAL STRUCTURE as of 3/31/13 
rota1 Debt $822.5 mill. Due in 5 Yrs $200 mill. 
LT Debt $691.7 mill. LT Interest $45.0 mill. 

Total interest coverage: 3.3~) 

707.6 910.5 1013.2 1033.2 1037.9 1012.7 812.1 848.8 730.6 745 760 Revenues(Sm1ll) 830 
50.6 58.1 65.2 74.5 68.5 75.1 72.7 63.9 59.9 63.0 67.5 NetProM(Smi1l) 93.0 

34.4% 36.0% 36.3% 37.2% 36.9% 38.3% 40.5% 40.4% 42.4% 37.5% 36.0% IlncomeTax Rate 31.0% 

Penslon Assets-Wi2 $249.6 mill. 

Pfd Stock None 

Common Stock 26,948.572 shares as of 4\26/13 

Oblig. $435.9 mill. 

7.5% 
49.7% 
50.3% 
1006.6 

MARKET CAP $1.2 billion (Mid Cap) 
CURRENT POSITION 2011 2012 3/31/13 

Cash Assets 5.8 
%her 342.9 
Cument Assets 348.7 
Accts Payable 86.3 

(SMIU.1 

Debt Due 181.6 
Other 146.6 
Current Liab. 414.5 
Fix. Chg. Cov. 334% 
ANNUAL RATES Past 

7.1% 6.4% 6.4% 7.2% 6.6% 7.4% 8.9% 
46.0% 47.0% 46.3% 46.3% 44.9% 47.7% 46.1% 
54.0% 53.0% 53.7% 53.7% 55.1% 52.3% 53.9% 
1052.5 1108.4 1116.5 1106.8 1140.4 1261.8 1284.8 

8.9 8.3 
274.8 239.9 
283.7 248.2 
-- 
85.6 77.0 
190.3 130.8 
92.5 94.3 
368.4 302.1 
329% 667% 

Past Est’d ’10-’12 

-- 

f&ange(persh) 1OYrs. 5Yrs. to’16-’18 
Revenues 2.0% -4.0% Nil 
CashFlow” 3.0% 1.0% 1.5% 

52.7% 
1356.2 
1893.9 
6.2% 

Earnings 3.5% 0.5% 5.0% 
Dividends 3.5% 4.5% 2.5% 
Book Value 4.0% 4.0% 3.0% 

51.5% 51.5% 51.5% Common Equity Ratio 52.0% 
1424.7 1470 1530 Total Capital (Smill) 1710 
1973.6 2055 2135 Net Plant (Smill) 2400 
5.7% 4.5% 5.5% Return on Total Can’l 5.5% 

1.53 .08 d.31 1.09 2.39 %; I 1::: .05 
d.39 1.05 I 2.22 

.10 d.30 1.05 2.30 

9.1% 
9.0% 
2.6% 
72% 

FDluted earnings per share Exdudes non- 
?c!Jmng llems ’98, $0 15, ’00, $0 11, ‘06, 
b0 061, ‘08, ($0 03), ’09, 6$, Next earnings 
?poi  due in early August 

8.9% 9.9% 10.9% 12.5% 10.9% 11.4% 10.5% 
8.9% 9.9% 10.9% 12.5% 10.9% 11.4% 10.5% 
2.7% 3.7% 4.5% 6.0% 4.5% 5.0% 4.0% 
69% 63% 59% 52% 59% 56% 61% 

3.85 I 3.92 I 4.34 I 4.76 I 5.41 I 5.31 1 5.20 I 5.18 I 5.00 I 4.94 I 4.30 I 4.55 ITashFlokDersh I 5.45 

8.9% 
2.4% 
73% 

1.76 1.86 2.11 2.35 2.76 2.57 2.83 2.73 2.39 2.22 2.30 250 Earnings persh A 3.30 
1.27 1.30 1.32 1.39 1.44 1.52 1.60 1.68 1.75 1.79 1.83 1.87 Div’ds Decl’d persh E= 2.00 
4.90 5.52 3.48 3.56 4.48 3.92 5.09 9.35 3.76 4.91 6.fO 6.35CaD’ISDendina~ersh 7.00 

8.2% 8.5% 1 8.5% Returnon Corn Equ& 10.5% 
1.6% 1.5% 2.0% RetainedloCom Eq 4.5% 
80% BO!! 75% AllDiv‘dstoNetProf 60% 

1.76 1.86 2.11 2.35 2.76 2.57 2.83 2.73 2.39 2.22 2.30 250 Earnings persh A 3.30 
1.27 1.30 1.32 1.39 1.44 1.52 1.60 1.68 1.75 1.79 1.83 1.87 Div’ds Decl’d persh E= 2.00 
4.90 5.52 3.48 3.56 4.48 3.92 5.09 9.35 3.76 4.91 6.fO 6.35Cap’lSpendingpersh 7.00 
99.52 20.64 21.28 22.01 22.52 23.71 24.88 26.08 26.70 27.23 28.00 29.15 BookValuepersh 0 31.70 
25.94 27.55 27.58 27.24 26.41 26.50 26.53 26.58 26.76 26.92 27.00 27.00 CommonShsOutsfg C 28.00 
15.8 16.7 17.0 15.9 16.7 18.1 15.2 17.0 19.0 21.1 B o f d f i g h  am AvgAnn’l PlERatio 17.0 
.90 .88 .91 .86 .89 1.09 1.01 1.08 1.19 1.35 1.15 fine RelativePERatio 

hdends historically paid in mid-February, 
iuaust. and November. 

4.6% I 4.2% I 3.7% I 3.7% I 3.1% I 3.3% I 3.7% I 3.6% I 3.9% I 3.8% I lAvo Ann’l Div’dYield I 3.3% 

(0) lndudes intangibles. In 2012: $387.9 mil- Company’s Financial Strength A 
lion, $14.41\share. Stock’s Price Stabi l i i  100 

1205.9 I 1318.4 1 1373.4 I 1425.1 I 1495.9 1 1549.1 I 1670.1 I 1854.2 
5.7% I 5.9% I 6.5% I 7.1% I 8.5% I 7.7% I 7.3% I 7.0% 

I 7.5% I 8.2% I 8.4% 1 8.9% ]Net ProfitMargin I 11.1% 1 47.3% I 48.5% 1 48.5% 1 48.5% /Long-Term Debt Ratio I 48.0% 

I 8.9% I 8.2% I 8.5% I 8.5% IReturn on Shr. Equity I 10.5% 

BUSINESS: Northwest Natural Gas Co. distributes natural gas to Owns local undergrwnd storage. Rev. breakdown: residential, 
90 communities, 681,000 customers, in Oregon (90% of customers) 59%; commercial, 29%; industrial, gas transportation, and other, 
and in southwest Washington state. Principal cities served: Portland 12%. Employs 1,092. BlackRock Inc. owns 8.2% of shares; officers 
and Eugene, OR; Vancouver, WA. Service area population: 2.5 mill. and directors, 1.8% (4H3 proxy). CEO: Gregg S. Kantor. Inc.: 
(77% in OR). Campany buys gas supply from Canadian and U.S. Oregon. Address: 220 NW 2nd Ave.. Portland. OR 97209. Tele- 
woducers: has transwrtation riahts on Northwest PiDeline svstem. Dhone: 503-226-4211. Internet: www.nwnatural.com. 

Price Growth Persist& 55 1 Earnings Predicta 
)kid reinvestment plan available. 
millions. 
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AFETY 2 New7/27190 
ECHNICAL 2 RaisedY31113 .,.. 

THIS MARITK’ 
STOCK WDEX 

lyr .  172 184 
3yr 390 376 
5vr  5 7 3  664 

11.8% 
11.8% 
3.1% 
74% 

201012 3020012 a2012 I I C -  

11.1% 11.5% 11.0% 11.9% 12.4% 13.2% 11.6% 11.4% 11.7% ff.O% f1.0% ReturnonShr.Equity f1.0% 
11.1% 11.5% 11.0% 11.9% 12.4% 13.2% 11.6% 11.4% 11.7% ff.0X f1.O%ReturnonComEquity 1f.OX 
3.7% 3.6% 2.8% 3.5% 3.9% 4.8% 3.3% 3.1% 3.3% 3.0’’ 3.0% RetainedtoCom Eq 3.0% 
66% 68% 74% 70% 69% 64% 72% 73% 72% 723 72% AIIDiv‘ds toNetProf 7% 

6.95 7.45 7.86 8.26 8.63 8.91 
60.39 61.48 62.59 63.83 64.93 66.18 
13.6 16.3 17.7 14.3 16.7 18.4 

y$ QUARTERLY REMNUES (I miL) A 
Ends Jan.31 Apr.30 Ju1.31 Oct31 
2010 673.7 472.9 211.6 194.1 
2011 652.0 392.6 197.3 192.0 
2012 471.8 308.4 161.2 181.4 
2013 515.9 330 180 199.1 
2014 530 345 190 210 
Fiscal EARNINGS PER SHARE A B  z,:: Jan.31 Apr.30 Ju1.31 Oct.31 
2010 1.14 .65 d.13 d.13 
2011 1.16 66 d.12 d.13 
2012 1.05 .70 d.06 d.03 
2013 1.18 .70 d.09 d.09 
2014 1.20 .71 d.08 d.08 
Gal- QUARTERLY DMDENDS PND C. 

endar Mar.31 Jun.30 Sep.30 Dec.31 
2009 26 27 2 7  27 
2010 2 7  2 8  2 8  28 
2011 .28 2 9  2 9  2 9  
2012 29 .30 .30 .60 
2013 - -  .31 

.78 .85 1.01 .93 .86 1.01 
4.8% 4.0% 4.1% 5.0% 4.5% 4.6% 

:APITAL STRUCTURE as of 1/31/13 
btal Debt $1505.0 mill. Due in 5 Yrs $175.0 mill. 
.T Debt $875.0 mill. 
LT interest earned: 4.1~; total interest coverage: 

LT Interest $46.1 mill. 

i.4x) 

Full wz 
1552.3 
1433.9 
1122.8 
1225 
1275 

Full 

1.55 
1.57 
1.66 
1.70 
1.75 
FUN 
Year 
1.07 
1.11 
1.15 
1.49 

’ension Assets-lOI12 $296.5 mill. 

’fd Stock None 
Oblig. $333.7 mill. 

:ommon Stock 72,520,220 shs. 
IS of 3/41 3 
MARKET CAP $2.5 billion (Mid Cap) 
:URRENT POSITION 2011 2012 1/31/13 

6.8 2.0 10.6 
($MILL.) 

:ash Assets 
279.2 303.6 445.1 3ther 

Zurrent Assets 286.0 305.6 455.7 
--- 

4ccts Payable 129.7 142.0 150.7 
Iebt  Due 331.0 365.0 630.0 

73.4 85.6 105.9 ?ther 
,urrent Liab. 534.1 592.6 886.6 

--- 

20 
15 
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BUSINESS Piedmont Natural Gas Company is primarily a regu- 
lated natural gas distributor, serving over 976,253 customers in 
North Carolina, South Carolina, and Tennessee. 2012 revenue mix: 
residential (48%). commercial (27%), industrial (9%), other (16%). 
Prindpal suppliers: Transco and Tennessee Pipeline. Gas costs: 
48.7% of revenues. ‘12 deorec. rate: 2.9%. Estimated Dlant aqe: 10 

years. Nowregulated operations: sale of gas-powered heating 
equipment; natural gas brokering; propane sales. Has about 1,752 
employees. OffJdir. own about 1.2% of common stock, BlackRock; 
7.5% (1113 proxy). Chmn., CEO, & Pres.: Thomas E. Skains. Inc.: 
NC. Addr.: 4720 Piedmont Row Drive, Charlotte, NC 28210. Tele 
Dhone: 704-364-3120. Internet www.piedmontng.com. 

Piedmont Natural Gas is off to a solid 
start this year. Indeed, the company’s 
top line increased approximately 9.5% due 
to customer growth and a boost in volume 
deliveries in the residential. commercial, 
and industrial markets as a result of 
colder weather patterns. Additional bene- 
fits stemmed from increased transporta- 
tion services in the power generation mar- 
kets and higher ancillary sales. On the 
margin front, a rise in cost of goods sold 
was partially offset by a decline in operat- 
ing expenses. The bottom line also 
benefited from a rise in other income and 
a drop in utility interest charges. Com- 
bined, these factors caused the January- 
period earnings to advance 12.5%. to $1.18 
a share. This was in line with our previous 
estimate. Therefore, 
We have left our fiscal 2013 share-net 
estimate unchanged at $1.70. This falls 
toward the lower end of the company’s 
guidance range of $1.67-$1.77, which man- 
agement recently reiterated. Additionally, 
it would represent an earnings advance of 
about 2.5%. This should be supported by 
continued customer additions, as well as 
capital projects that are slated to  come on 

line later this year (see below). 
The balance sheet is in good shape at 
the moment. The company’s cash 
reserves have increased more than five- 
fold, so far this year, to roughly $10.6 mil- 
lion. Meanwhile, management has also 
trimmed the long-term debt load by about 
10%. That figure represents a relatively 
modest portion of Piedmont’s capital struc- 
ture. What’s more, the board recently ap- 
proved a hike in the quarterly dividend of 
about 3.5% on a sequential basis, t o  $0.31 
a share. 
An active pipeline of capital projects 
augurs well for prospects. Piedmont 
has $550 million to $600 million 
earmarked for expansion programs. Of 
that, $250 million is set for system in- 
tegrity upgrades. Also, the Sutton power 
generation delivery project is on schedule 
to be in service in June. 
At  the moment, these good-quality 
shares appear to be fairly valued. 
However, they may appeal to conservative, 
income-seeking accounts, thanks to their 
above-average dividend yield, top mark for 
Price Stability. and solid Safety rank. 
Bryan J. Fong June 7, 2013 
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CAPITAL STRUCTURE as of 3/31/13 
Total Debt $874.8 mill. Due in 5 Yrs $429.1 mill. 
LT Debt $601.4 mill. LT Interest $15.0 mill. 
(Total interest coverage: 5.6~) 

Pension Assets-12/12 $150.2 mill. 

Pfd Stock None 
Obllg. $224.4 mill. 

Common Stock 31,960,311 common shs. 
as of 5/1/13 

Cal- 

2010 
2011 
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2013 
2014 
Cal- 

2010 
201t 
2012 
2013 

endar 

- 
endar 
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Year 

925.1 
828.6 
706.3 
760 
850 
Full 
Year 
2.70 
2.89 
3.03 
3.15 

- 

- 
- 

)8. $2.58; '09, $1.94: '10, $2.22; '11, $2.97; 
12. $2.97. Exd. nonrecur. gain (loss): '01. 

1.37 1.58 1.71 2.46 2.09 2.27 2.38 2.70 2.90 3.03 3.f5 3.35 Earningsperkh A 4.60 
.78 .82 .86 .92 1.01 1.11 1.22 1.36 1.50 1.65 f.80 1.95 Div'dsDecl'dpersh B =  2.45 

2.36 2,67 3.21 2.51 1.88 2.08 3.67 5.59 6.39 8.02 5.55 5.95 Can'I Snendina nersh 7.80 

11.6% 12.5% 12.4% 16.3% 12.8% 13.1% 13.1% 14.2% I 13.9% I 12.7% 12.5% f4.5% Return on Corn Equh f5S% 
5.0% 5.9% 6.2% 10.2% 6.7% 6.7% 6.4% 7.1% 6.7% 5.8% 5.5% 7.0% Retained toCom Eq 7.5% 
57% 52% 54% 37% 48% 49% 51% 50% 52% 55% 56% 52% All Div'dstoNetProf 52% 
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BUSINESS: South Jersey Industries, Inc. is a holding company. Its include: South Jersey Energy, South Jersey Resources Gmup, 
subsidiary. South Jersey Gas Co., distributes natural gas to Marina Energy, and South Jersey Energy Service Plus. Has 700 
347.725 customers in New Jersey's southem counties, which employees. Off./dir. control 1.0% of common shares; BladtRodc 
covers abwt 2,500 square miles and indudes Atlantic City. Gas Inc., 7.6% (3113 proxy). Chnn. 8 CEO: Edward Graham. Inc.: NJ. 
revenue mix '12: residential, 37%; commercial, 18%; cogeneration Address: 1 South Jersey Plaza, Folsom. NJ 08037. Telephone: 
and electric oeneration. 21%: industrial. 24%. Nan-utilitv onerations 609-561-9000. Internet: wwwsiindustries.com. 

South Jersey Industries reported un- celerated infrastructure investment pro- 
impressive performance for the first  gram that permits investment of up to 
quarter. Revenues and share earnings $141.2 million during this time frame. 
both declined, on a year-over-year basis. The nonutility operations m a y  well 
The company's utility operations posted a improve somewhat. The Retail Energy 
modest bottom-line advance. Results here business should gain from new projects 
benefited from residential customer coming online. Demand for renewable and 
growth, but a seasonal increase in the gas-fired energy projects remains strong. 
reserve for doubtful accounts related to ab- Elsewhere, the Wholesale Energy business 
normally cold weather in March provided will likely continue to  face challenges. due 
an offset. On the nonutility side, both the to difficult market conditions. However. 
Retail Energy and the Wholesale Energy business development initiatives related to 
businesses experienced weakness. Marcellus Shale marketing and producer 
South Jersey Gas should post healthy services should pay off. Also, the repricing 
results going forward. The utility has or restructure of storage leases ought to 
over 359,000 customers in southern New afford significant benefits to ongoing 
Jersey (including Atlantic City). Natural wholesale marketing operations. 
gas remains the fuel of choice here, and We project steady growth in earnings 
the utility ought to further benefit from and dividends from the company in 
customer interest in converting from other the coming years. Moreover, South Jer- 
sources of fuel. Moreover, spending on in- sey earns good marks for Safety. Price 
frastructure projects under the Capital In- Stability, and Earnings Predictability. 
vestment Recovery Tracker Program This issue may offer some appeal for con- 
should improve service quality and allow servative investors. That said. total return 
the utility to earn a good return on these potential does appear somewhat limited 
investments. SJG received approval from from the recent quotation, following a run- 
the New Jersey Board of Public Utilities up in the share price. 
earlier in the year for a new four-year ac- Michael Napoli, CFA June 7, 2013 
'08. $0.31; '09, ($0.44); '10, ($0.47); '11. Dec. m Div. reinvest plan avail. (C) Ind. reg. 
'12, ($0.06). Earnings may not sum due assets. In 2012: $352.7 mill., $11.14 per shr. 

iding. Next egs. report due in August. (D) In mill., adj. for split. 
t'ds paid early A~ril. July. Oct.. and late 

Company's Financial Strength Bt+ 
Stock's Price Stability 100 
Price Growth Persistence 90 
Earninas Predictabilitv 90 
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.77 1.65 1.27 1.21 1.15 1.16 

.82 .82 .82 .82 .82 .82 
6.19 6.40 7.41 7.04 8.17 8.50 

CAPITAL STRUCTURE as of 3/31/13 
Total Debt $1256.0 mill. Due in 5 Yrs $198.2 mill. 
LT Debt $1250.8 mill. 
(Total interest coverage: 3.2~)  (49% of Cap'l) 
Leases, Uncapitalized Annual rentals $7.0 mill. 
Pension Assets-lZl2 $645.0 mill. 

Oblig. $962.5 mill. 
Pfd Stock None 

LT Interest $70.0 mill. 

Common Stock 46,328.592 shs. 
as of 5/1/13 

4) Based on avg. shares outstand. thru. '97, 

.82 .82 .82 .82 36  .90 .95 1.00 1.06 1.18 7.32 1.40 Div'dsDecl'dpersh Bmt 7.60 
7.03 8.23 7.49 8.27 7.96 6.79 4.81 4.73 8.29 8.57 6.40 7.30 Cap'l Spending persh 9.60 

18.42 19.18 19.10 21.58 22.98 23.49 24.44 25.62 26.66 28.39 30.85 32.30 BookValuepwsh 36.00 
34.23 36.79 39.33 41.77 42.81 44.19 45.09 45.56 45.96 46.15 47.00 48.00 CommonShsOutst'a C 50.00 

6.1% 8.3% 6.4% 8.9% 8.5% 5.9% 7.9% 8.9% 9.2% 10.2% 9.5% 9.5% Return onCom Equity 70.5% 
1.7% 4.3% 2.2% 5.2% 4.8% 2.1% 4.1% 5.1% 5.3% 6.0% 5.5% S.S%RetainedtoComEq 6.0% 
72% 49% 65% 42% 44% 63% 48% 43% 43% 41% 44% 45% AllDv'dstoNetProf 43% 
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BUSINESS Southwest Gas Corporation is a regulated gas dis- them. Sold PriMerit Bank. 7/96. Has 6,015 employees. Off. & Dir. 
tributor serving approximately 1.9 million customers in sections of own 1.5% of m r n m  stor& BladtRock Inc., 8.2%; GAMCO Inves- 
Arizona, Nevada, and California. Comprised of two business seg- tors, Inc., 7.5%; T. Rowe Price Associates, Inc.. 6.7% (3H3 Proxy). 
ments: natural gas operations and construction services. 2012 mar- Chairman: Michael J. Melarkey. CEO: Jeflrey W. Shaw. Inc.: CA. 
gin mix residential and small commercial. 85%; large commeraal Address: 5241 Spring Mountain Road, Las Vegas, Nevada 89193. 
and industrial, 4%; transportation, 11%. Total throughput: 2.1 billion Telephone: 702-876-7237. Internet w.swgas.com. 

Southwest Gas reported marginally total revenue increase of about $11.6 mil- 
improved share net for the first lion. Hearings on the general rate case are 
quarter. The top line declined somewhat expected for the third quarter, with new 
for the period. But cost of gas sold and rates proposed to take effect in January, 
construction expenses declined nicely, and 2014. The company's focus on this matter 
share net advanced modestly. Net income is important, as it depends on such ap- 
for the natural gas segment was roughly proved revenue increases to help it adjust 
equivalent to the prior-year quarter, while to greater costs and as compensation for 
construction services subsidiary NPL expe- investment in infrastructure. 
rienced a nice improvement. The stock is not without risk. The com- 
Top-line performance may prove pany will probably continue to incur 
somewhat more favorable in the com- greater operating costs as it expands. 
ing quarters. The utility operations will Moreover, insufficient. or lagging, rate 
probably benefit from modest customer relief could hurt performance at the core 
growth and higher rates (a $7 million an- utility business. 
nualized increase in Nevada should boost This issue is ranked to track the 
results). NPL should continue to experi- broader market for the coming six to 
ence healthy demand, considering the 12 months. This equity is not a standout 
need to replace aging infrastructure. More- for total return potential either, a t  this 
over, efforts to control operating expenses juncture. We do expect steady growth in 
ought to support the bottom line. Overall, earnings and dividends going forward. 
we look for a relatively modest advance in Moreover, Southwest Gas earns good 
revenues and share earnings for the com- marks for Price Stability and Earnings 
pany for full-year 2013. Predictability. However, all this appears to 
Southwest Gas remains active on the be partly reflected in the recent quotation. 
regulatory front. It has filed a general Moreover, the stocks dividend yield is be- 
rate case application with the California low average for a utility. 
Public Utilities Commission requesting a Michael Napoli, CFA 
irty August. (E) Dividends historically Company's Financial Strength B 
arly March, June, September, and De- Stock's Price Stability 100 
'r. .t Div'd reinvestment and stock pur- Price Growth Persistence 90 
dan avail. IC) In millions. Earninas Predictabilitv 75 

June 7. 2013 
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Ws(0W) 31990 31678 31947 
bsdl 83 67 87 traded 6 

1997 I 1998 1 1999 1 2000 2001 1 2002 

(A) Fiscal years end Sept. 30th. 
(B) Based on diluted shares. Exdudes non- 
recurring losses: '01, (136); '02, (34p); '07, 
14dk '08. 114d1 discontinued owrations: '06. 

13.48 13.86 14.72 15.31 16.24 15.78 
43.70 43.84 46.47 46.47 48.54 48.56 
12.7 17.2 17.3 14.6 14.7 23.1 

(151 
cha 
rep, 
oaic 

.73 I .89 1 .99 I .95 I .75 I 1.26 

Qtly egs. may not sum to total, due to 
? in shares outstanding. Next earnings 
due late July. (C) Dividends historically 
arly February. May, August, and Novem- 

5.0% I 4.5% I 4.8% 1 4.8% I 4.6% I 4.8% 
CAPITAL STRUCTURE as of 3/31/13 

ber. Dividend reinvestment plan available. Company's Financial Strength A 
(D) lndudes deferred charges and intangibles. Stock's Price Stability 100 
'12: $610.8 million, $11.93hh. Price Growth Persistence 60 
(E) In millions, adjusted for stodc split 

Total Debt $773.8 mill. Due in 5 Yrs $1 12.0 mill. 
LT Debt 5554.7 mill. LT Interest $36.4 mill. 
(LT interest earned: 6.2~; total interest coverage: 
5.7x) 
Pension Assets-9H2 $1,108.9 mill. 

Preferred Stock $28.2 mill. Pfd. Div'd $1.3 mill. 

Common Stock 51,705,892 shs 
as of 4130113 

Oblig. $1.417.2 mill. 

MARKET CAP: $2.3 billion (Mid Cap) 
CURREHT POSITION 2011 2012 3/31/13 
Cash Assets 4.3 10.3 9.7 

720.4 822.5 896.0 Other 
Current Assets 724.7 832.8 905.7 

($MILL) 

--- 

I ,, I I .  
0 2013. Valw Lw PuMh LLC i tas res& ';am 
THE PUBLISHER IS NOT R ~ P P O N S I B L E Y O R ~ Y  ERRORS 
d I may be reproduced. resdd. slaed M ranmiled in any pmei 
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4.00 3.87 3.97 3.84 3.89 4.34 4.44 4.11 
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16.25 16.95 17.80 18.86 19.83 20.99 21.89 22.82 23.49 24.75 25.60 26.60 BookValuepershD 29.1 
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American Water Works Co Inc: (NYSE: AWK) LACKS RANK M O L D  3 
$39.41 &%j (-0.40%) Volume 865,341 Jun 21 02:40 PM ET 

Full Company Report 

M E R  WATER is the largest investor-owned US. water and wastewater utility company. Wth headquarters in Voohees. N J.. 
the company employs nearly seven thousand dedicated professionals who provide drinking water, wastewater and other related 
semces to approximately 15.6 million people in 32 states and Ontario, Canada. 

Get Full Company Report for: Enler Symbol @ 

GENERAL INFORMATION 
M E R  WATER WORK 
1025 LAUREL OAK ROAD 
VOORHEES, NJ 08043 
Phone: 856-3468200 
Fax: 8583468360 
Web http:llwww.armvater,com 
Email: NA 
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ZACKS RANK zaw 3 American Sts Wtr Co: (NYSE: AWR) 
$52.00 -2.05 (-l.%8%) Volume 158,904 Jun 21 oz:m PM ET 

Ful l  Company Report 

Amencan States is a public utility company engaged principally in the purchase, production. distribution and sale of water. The 
company also distributes electricity in m e  communities. In the customer service areas for both water and electric, rates and 
operations are subject to the jurisdiction of the California Public Utilibes Commission. 

Get Full Company Report for: Enter Syinbol $& 

GENERAL INFORMATION 
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1474w ‘I hcSttckRep t CQll  

3 Stock Opportunities That Are Poised To Explode. 

Sales Growth 

vs. Previous Year 14.83% 

vs. Previws Quarler 4.15% 
._ ..................... ...... ........ 

ROA 

03-31-13 2.85 

1231 -12 2.62 

093c!-12 252 

Operating Margin 

03-31-13 13.75 

1231 4 2  12.59 

093012 12x2 

Bookvalue 

03-31-13 11.52 

123112 11.53 

0930-12 11.53 

.............. ...................... ...................... 

.................. ...................................... 

....................... .......................... 

_ .- .......... -. ..................... 

............... . ...................... 

Debt to  Capital 

0331 -1 3 41.28 

12-31 -1 2 41 54 

093012 41 75 
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LACKS RANK: UTRONG SELL# Sjw Corp: (NYSE: SJW) 

$24.88 -0.44 (-1.74%) Volume 52,237 Jun 21 ozm PM ET 

Full Company Report Get Full Company Report for: Enter Symbol 

SJW CORP. is a holding company which operates through its wholly-owned subsidiaries, San Jose Water Co.. SJW Land Co., 
and Westem Preasion, Inc. San Jose Water Co.. is a public utility in the business of providing water service to a population of 
approximately 928.000 people. Their service area encompasses about 134 sq. miles in the metropolitan San Juan area. SJW 
Land Co. operates parking facilities located adjacent to the their headquarters and the San Jose area. 

GENERAL INFORMATION 
SJW CORP 
110 W. TAYLOR STREET 
SAN JOSE, CA 95110 
Phone: 4082797800 

Web: htlp:/hrvww.sjwater.com 
Email: boardofdirectors@sjwater.com 

F~W: 40a27s-7917 

Industry - -  - UTIL-WATER SPLY 

Sedor UtllibeS 

December Fiscal Yea End -- 
Last Repated Quarter 03/31ROU 

Next EPS Date 07/24/2013 _ _  - 

PRICE AND VOLUME INFORMATION 

Zacks Rank 

Yesterdats Close 25 32 

52 Mek High 2811 

52 M e k  L w  22 56 

Beta 0 57 

20 m y  Moung Amerage 32.153 35 

Target Pnce Consew-a 29 67 

% Price Change 

4 Wek  4 82 

l 2  Mek __ 4 45 

YTD -1 77 

Share Information 

Shares Outstanding @nillions) 20.02 

Market Capitaltation (mllions) " ..... 506.91 
......................... - ........ 

............. _ ...... 
Short Ratio 4.01 

Last SDIR Date m/17/06 

EPS INFORMATION 

Current Quarter EPS Consensus EsWmte 0 26 

http://www .zacks.com/stock/research/S JWIcompany-reports 

Only from optionsXpred I 

% Price Change Relative to SBP 500 

4.%k -1.11 ..... 

........... 12 Wek -5.60 ... 
.................................... .................... .......... 

................................. .................................................. 
YTD -12.62 

Dividend Information 

Divldend Meld 2 88% 

Annual Diwdend $0 73 

PayoutRaho 0 61 

0 11 
I 

Chang3 in Payout Ratio 

Last hwdend Pa/ou!lAmount 05rnmo~ i $o  18 
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VectorVesf 

Ned EPS Report Date 

FUNDAMENTAL RATIOS 

PIE 

Current FY Estimate 20.26 

Trailing 12 Months 21.28 

PEG Ratio NA 

Price Ratios 

PriceBook 1.73 

PricelCash flow 8.30 

Prim / Sales 1.95 

Current Ratio 

03-31-13 0.58 

123112 0.87 

0930-12 1.22 

................................................ .- ..... ................ 

............................. .... ...................... 

............................................. .. .... ........ 

- ... . -. ......................................... 

......... ............................. .......................... 

._ ....... ......... -. .................................................. 

............... ........................ ............................. 

............. .......................................... - ....... 

Net Margin 

033113 8.65 

123112 8.53 

0930-12 8.80 

._ ........................ ..... ............... - ............. 

Inventory Turnover 

03-31-13 112 80 

1231-12 11489 

0930-12 11620 

07R42013 90 Days Ago 

EPS Growth 

vs PrewousYear 1 6 E  

vs PrewousQuarter -77 42% - -  
........ ..................................................... 

ROE 

03-31-13 8 31 

12-31-12 8 32 

093012 7 40 

Quick Ratio 

03-31-13 0.56 

:2?!1:!?... ........... .................................. !:85 
09-3012 1.20 

Pre-Tax Margin 

03-31-13 14.66 

14.48 12-31-12 

09-3012 14.98 

Debt-to-Equity 

1.23 03-31-13 

12-31-12 1.22 

!?%O!? 1.24 

.................................................................................... 

-" 

................................. ^ ................... " .......................... 

-- 
...................................................... -. . . . . . . . . . . .  

.............................. _. ....................... 

1 6! - -  

Sales Growth 

vs PrewousYear -1 97% 

-19 71% vs Prewous Quarter _ _  - 
- -  

ROA 

03-31-13 209 

1231 -1 2 2 10 

0930-12 187 

Operating Margin 

0331-13 865 

1231-12 853 

0930-12 752 

Book Value 

0331-13 14 63 

14 72 1231-12 

093012 14 58 

Debt to  Capital 

03-31-13 55 09 

-- 

1231-12 55 m 
0930-12 55 28 
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Aqua America Inc: (NYSE: WTR) ZACKS RANK JHOLD 3 
$29.66 4.52 [-1.72%) Volume 1,281,009 Jun z i  0251 PM ET 

Full Company Report 

Aqua America is the largest publicly-traded US-based water utility serving residents in Pennsylvania, Ohio, Illinois. Texas, New 
Jersey, Indiana. Virginia, Florida. North Carolina, Maine, Missouri, New York, South Carolina and Kentucky. The company has 
been committed to the preservation and improvement of the environment throughout its history, which spans more than 100 
years. 

Get Full Company Report for: Enter Symbol 

GENERAL INFORMATION 
AQUAAMER INC 
762 W. LANCASTER A M  
BRYN M A W .  PA 190103489 
Phone: 6105278000 
Fax. 6106451061 
Web: htip Ilwww aquaamenca com 
Email. NA 

Industry UTIL-WATER SPLY X*.~dw to Wge h? 
Sed? Utilities 

Fiscal Yerr End December 

om a.L 33 &ks p s t  

Last Repated (Xlarter 03/31/2013 

Nexl EPS Date 08m5~013 

PRICE AND VOLUME INFORMATION 

FINANCIALS 

Financial Overview 

Income Statements 

Balance Sheet 

Cash flow Statements 

p 

52 W e  High 33.28 

~~-~ Zacks Rank 

Yesterday's Close 30.18 

...... ̂ .................... ....................... ........................................ .- .. 
52 Wek LW 24.00 

Beta 0.20 

20 m y  Moving Aerage 5 1 0 , E O  

Target Price Consensus 33.17 

............ .................. ̂  ... ........................... .._..... ................ ..... 

........................... .._....... .................................................. ...................... 

K Price Change 

-6.82 

-4.01 

22.82 

~~ 

4 Wek 

?'!E% .. ........... 
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Share Information 

Shares Outstanding @illions) 140.74 

Market Capilalbation (mllions) 4,247.59 

Short Ratio 4.46 

Last Splt Date 12/0#05 

........................................... ...... " .................... . 

.... ........ ........... .. _ ............................................ 

EPS INFORMATION 

Curent Quarter EPS Consensus Eshate 0 37 

[Vu'TR] 3C-Day Closing Pnces 

X Price Change Relative to SBP 500 

4Wek  3 17 

12 Wek -5 16 

8 09 YTD 
I, 

DtwdendYield - 2 32% 

$0 70 Annual Diwdend 

PayoutRabo 0 62 
-- -- 
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FUNDAMENTAL RATIOS 

PIE 

Current FY Estimate 21.39 

Trailing 12 Months 28.47 

PEG Ratio 3.87 

Price Ratios 

Pricalsook 2.99 

Pr idCad Row 15.64 

Price I Sales 5.49 

................. ............................... 

................................................................................. 

............................. .................. .... 

............................................................ 
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Current Ratio 

0331-13 0.71 

1231-12 0.95 

0930-12 0.73 

Net Margin 

0331 I 3  26.52 

12-31-12 25.73 

0930-12 21.70 

Inventory Turnover 

0331 -1 3 23.15 

1231-12 23.35 

093012 22.95 

............................... ...... ........................... 

.................................. ................. ..... 

- ....................................... 

......................................................... 

................................................................................... 

EPS Growth 

vs. PrewousYear 45.00% 

VS. PEV~OUS atmw NA% .... .............. ................. 

.......................... .......................................... 

ROE 

03-31-13 14.64 

12-31-12 14.01 

09-3012 11.59 

.. .................... ................................... 

........................... .- ....... ................................ 

...... .................................... 

Quick Ratio 

03-31-13 0.67 

12-31-12 0.91 ................................ ............................................. 
09-3012 0.69 
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Sales Growth 
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- 

ROA 
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..................................... ._ ............................................ 

.- ............. ........................ 
0930-’2 .... . ...... 3.39 ......... 

Operating Margin 
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1231-12 

0930-12 

Book Value 
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........ ....................................... 
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Agl Resources Inc: (NYSE: GAS) ZACKS M K :  &HOLD 3 
$42.23 0.37 (0.87%) Volume 477,539 Jun 21 0300 PM ET 

Full Company Report 

AGL Resources principal business is the distribubon of natural gas to customers in central, northwest, northeast and southeast 
Geomia and the Chattanoooa. Tennessee area throuoh its natural gas distribution subsidiary. AGL's major service area is the 

Get Full Company Report for: Enter Syinbcl a 
ten county metropolitan AGnti area. 

GENERAL INFORMATION 
AGL RESOURCES 
TEN PEACHTREE PLACE 
ATLANTA GA 30309 
Phone: 404584.4000 

Fax: 404584-3714 

Web: http://www.aglresoures.corn 
Email: scave@aglresoums.com 

Industry UTILGAS DETR 

Sedor Utilities 

Fiscal Yea End Decen$er 

Last Repoted Quarter 03A 1R013 

Ned EPS Date 08D7LM13 

............... ................................. 

....... ............ _. ....................... .- ......................................... 

........ ...................................................................................... 

PRICE AND VOLUME INFORMATION 

Zacks Rank i 
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.. .- .................................. - - .......... ... ._ .................... 
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................................................................ 
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. .................................... 
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20 my Moving Aerage 39i.408.50 

Target Price Consensus 43.00 
................ . ................................. ................................ 

K Price Change 
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YTD 7 01 
--1_1 

4 Week 3 50 
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YTD 7 01 
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Share Information 
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ShO?.E?!O 4.05 

!".3!?t..F!? 12/04/95 
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...................... -. ........ ^_ ............................................ 

EPS INFORMATION 

Current Quarter EPS Consensus Esbrnate 0 28 

[G%] 3C-Dag Oasing Pnces 

K Price Change Relative to SBP 500 

4 W k  0 28 

12 w -1 41 

YTD 5 73 

Dividend Information 

4 49% -- Diwdend Yield 

Annval Diwdend $1 88 

Charge in Payout Ratio 008 
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....... ....... ^ " ..... - .................................. -. ....... 

FUNDAMENTAL RATIOS 

PIE 

Current FY Estimate 16.15 

Trailing 12 Months 16.04 

PEG Ratio 4.57 

Price Ratios 

Price/Book 1.39 

PridCash Flow 7.01 

Price / Sales 1.17 

................... ........ 

......................................................................... ........ 

............................ ...... .- ._ ................. 

......................... ... .... .. _ 
............................................ ................... 

Current Ratio 

0331 -1 3 0.77 

1231-12 0.80 

0930-12 0.77 

Net Margin 

0331 I 3  6.98 

123112 6 2  

093012 5.90 

........................................................................ 
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Inventory Turnover 

0331 -1 3 4.91 

1231-12 4.34 

0930-12 3.77 
............. .............................................................. 

................ ... ._ ..... ._ ..................... 

EPS Growth 

12 93% vs PrewousYear 

vs Prewous Quarter 43 96% 
-- 

.... -. ............................................................. 

ROE 

03-31-13 8.89 

12-31-12 8.43 

09-3012 7.63 

Quick Ratio 

03-31-13 0.64 

12-31-12 0.59 

09-3012 0.49 

Pre-Tax Margin 

03-31-13 11.57 

12-31-12 11.47 

09-3012 10.48 

Debt-to-Equity 

0.94 03-31-13 

12-31-12 0.97 

................................................................. 

......................................................... 

............................................................. ....... 

.... ....................................... ........ 

....................................... ............ .......... 

............................. ^ ........................................................ 

............................. ................ - ............................. 

~- ____I_ 

......................................................................... 
P9"0!? 0 98 ................................................................. 

Sales Growth 

vs PreuousYear 21 72% 

4031% vs PreucusQuarler - -  - 

ROA 

03-31-13 223 

1231-12 2 13 

0930-12 192 

Operating Margin 

0331-13 723 

733 1 231 -1 2 

7 42 0930-12 
_ _  
- 

Book Value 

03.31-13 30 03 

1231-12 29 16 

0930-12 28 92 
~- 

Debt to  Capital 

0331 I 3  48 42 

1231 -1 2 49 20 

0930-12 49 49 
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ZACKS RANK: zaw 23 Atmos Energy Corp: (NYSE: ATO) 
538.71 -0.97 (-0.44%) Volume 396,227 Jun 21 03:oi PM ET qg- _I Dr-J 
Full Company Report Get Full Company Report for: Enler Symbol 

Atmos Energy Corporation distributes and sells natural gas to residential. cornmenial. industrial, agricultural and other 
customers. Atmos operates through five divisions in cities, towns and communities in service areas located in Colorado, 
Georgia. Illinois, Iowa. Kansas, Kentucky, Louisiana, Mismuri, South Carolina. Tennessee, Texas and Wrginia. The Company 
has entered into an agreement to sell all of i t s  natural gas uhlity operahons in South Carolina. The Company also bansports 
natural gas for others through its distribution system. 

GENERAL INFORMATION 
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Laclede Group Inc: (NYSE: LG) ,TACKS RANK 3HOLD 3 
$44.49 4.03 (-8.06%) Volume 232,395 Jun zi 03:02 PM ET 

Full Company Report 

The Ladede Group, Inc is a public utility engaged in the retail distribution and transportation of natural gas. The Company, 
which is subject to the jurisdiction of the Misswri Public Service Commission, selves the City of St Louis, St. Louis County, the 
City of St Charles, St. Charles County. the town of Arnold, and parts of Franklin, Jefferson. St Francois. Ste. Genevieve, Iron, 
Madison and Butler Counties, all in Missouri 

Get Full Company Report For: Enls Symbol 1̂62;1 
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ZACKS RANK J + I O L D ~  New Jersey Resources Corp: (NYSE: NJR) 
$42.04 0.12 10.29%) V O h l C !  271,802 Jun 21 03:03 PM ET 

Full Company Report 

NJ RESOURCES is an exempt energy svcs holding company providing retail &wholesale natural gas & related energy services 
to customers from the Gulf Coast to New England. Subsidianes indude: (1) N J Natural Gas Co. a natural gas distribution 
company that provides regulated energy & appliance services to residenbal, oommercial8 industrial customers in central 8 
northern N J. (2) NJR Energy Holdings Cop  formerly NJR Energy Svcs Cop & (3) NJR Development Corp. a sub-holding 
company of NJR. which indudes the Company's remaining unregulated operating subsidianes 

Get Full Company Report for: Enler Symbol 

GENERAL INFORMATION 
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Northwest Natural Gas: (NYSE: NWN) 

$41.86 61.12 [-0.29%) Volume 209,391 Jun 21 W:OJ PM ET 1 :o.#.on 
Full Company Report Get Full Company Report for. Enter Symbol 

NW Natural is principally engaged m the distribution of natural gas. The Oregon Public Utility Commission (OPUC) has allocated 
to NW Natural as its exclusive service area a major portion of western Oregon, including the Portland metropolitan area, most of 
the fertile Wllametle Valley and the coastal area from Astoria to Coos Bay. NW Natural also holds certificates from the 
Washington Utilities and Transportation Commission (WJTC) granting it exclusive rights to serve portions of three Washington 
counties bordering the Columbia River. 
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NORTHWEST NAT G 
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ROE 
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0.59 1231-12 
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Book Value 
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Accredited Business. 
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Piedmont Natural Gas Co Inc: (NYSE: PNY) U C K S  RANK W O L D 3  

$32.98 0.13 (0.40%) Volume 414,531 Jun 21 0306 PM ET 

Full Company Report Get Full Company Report for: Enter Symocl 

Piedmonl Natural Gas Co, tnc.. is an energy and services company engaged in the transpwtation and sale of natural gas and 
the sale of propane to residential, commercial and industrial customers in North Carolina, South Carolina and Tennessee. The 
Company is the second-largest natural gas utility in the southeast. The Company and its non-utility subsidiaries and divisions are 
also engaged in acquiring, marketing and arranging for the transportation and storage of natural gas for large-volume 
purchasers, and in the sale of propane to customers in the Companfs three-state service area. 

GENERAL INFORMATION 
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South Jersey Industries Inc: (NYSE SJI) ZACKS RANK M O L D  3 
$56.20 0.28 (0.50%) Volume 128,338 Jun z i  m:06 PM ET :-7-J#3 _- --, nc] 
Full Company Report 

South Jersey lnds Inc is engaged in the business of operating, through subsidiaries. various business enterpnses The 
mmpany's most signmicant subsidiary is South Jersey Gas Company (SJG). SJG is a public ut~lity company engaged in the 
purchase. transmission and sale of natural gas for residential. commercial and industrial use. SJG also makes off-system sales 
of natural gas on a wholesale basis to vanous customers on the interstate pipeline system and transports natural gas. 

Get Full Company Report for Enler SynxnI 

GENERAL INFORMATION 
SOUTH JERSEY IN 
1 SOUTH JERSEY PLAZA ROUTE 54 
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Phone. 609561-9000 
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ZACKS RANK: CSELL @ Southwest Gas Corp: (NYSE: SWX) 
$46.05 0.29 (0.63%) Volume 186,371 Jun 21 0307 PM ET 

Full Company Report 

SOUTHWEST GAS CORP. is prinupally engaged in the business of purchasing. transpotting. and distributing natural gas in 
portions of Arizona, Nevada, and California. The Company also engaged in finanaal services activities, through PnMerit Bank, 
Federal Savings Bank (PriMerit or the Bank), a wholly anrned subsidiary. 

Get Full Company Report for: Ents Symbol 

GENERAL lNFORMATlON 
SOUTHWEST GAS 
5241 SPRING MOUNTAIN RD PO BOX 98510 
U S  VEGAS. MI 891958510 
Phone: 7028767237 
Fax: 702-8767037 
Web: http.Jlwww.swgas.com 
Email: NA 

InduWy UTILGAS DlSTR 

Sedor Ublibes 
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PRICE AND VOLUME I N F O ~ ~ A T I O N  

Zacks Rank A% _ _  
Yestetdafs Close 45 76 

52 Wek High 51 52 

52 W k  LON 39 01 

Beta 0 67 

20 m y  Moung Awrqe 142,172 25 

Target Pnce Consensus 49 00 

% Price Change 

4 Week 6 33 

3 58 12 Wek 

YTD 11 67 
- 

Share Information 

Shares Outstanding @lillions) 46.33 

Market Capitalition (mllions) 2,120.01 

Short Ratio 5.96 
..I ............................................ ........................................................ 

........... _ ............................................................... 
Last Split Date NA . ........................................... ......... ......... 

EPS INFORMATION 
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QUOTES 
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Options Greek Montage 
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FlNkNClALS 

Finanual Overview 
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Wgl Holdings Inc: (NYSE: WGL) ~ C K S  RANK: zaw 9 
$42.10 0.32 fC1.7'7~/,) Volume 256,930 Jun 21 m08 PM ET rIEl::,Clo 
Full Company Report Get Full Company Report for: Enier SyinSal cd2zf 
WASHINGTON GAS LIGHT CO is a public utility that delivers and sells natural gas to metropolitan Washington, D.C. and 
adjoining areas in Maryland and Virginia. A distribution subsidiary sewes portions of Virginia and West Virginia. The Company 
has four wholly-owned active subsidiaries that indude: Shenandoah Gas Company (Shenandoah) is engaged in the delivery and 
Sale of natural gas at retail in the Shenandoah Valley, induding Wnchester. Middletown. Strasburg. Stephens City and New 
Market, Virginia. and Martinsburg. West Virginia. 

GENERAL INFORMATION 
WGL HLDGS INC 
101 CONSTITUTION AVE N.W. 
WASHINGTON, DC 20080 
Phone: 202624601 1 
Fax: 703-750-4828 
Web: http:/hnJww.wglholdings.com 
Email: robertdennis@washgas.com 

lndudy UTILGAS DlSTR 

Sector Utilities 

Fiscal Ye= End Septenter 

Last Repated Qwiter 03/31/2013 

Ned EPS Date 08109/2013 

PRiCE AND VOLUME INFORMATION 

Zacks Rank i 

.......................................... . 

............................ - ............................ ........................................... 

.. .................. - ..................... . 

.......... ........................ _ _  .................................................... .... 

. ..... .................................................................. . . .  
Yesleerdays Close 41.78 

52 Wek High 46.22 

52 Wek L w  35.96 

Beta 0.22 

20 Day Mdng Auerage 153.1 74.25 

......... ......................... ................ .- ........................................... 

...................................................................................................... .- .............. 

............... ." ..... ........................... 

...................... - .................................... .................................... 

Ta'se!.s"'ce..?lsalsu5.~ ............................................... .43.20 

% Price Change 

4 Wek -5 35 

1 2 w  5 26 

936 YTD 
_l_____l_---l-l 

Share Information 

Shares Outstanding millions) 51.70 

Maht  Capitalbation (mllions) I__ 2.160.15 

Short Ratio 6.00 

...... ._ ......................................................................................... 

.................................................... _. ......................................................... 
Last Splh Date 05/02/95 .... .................................................................................................... 

uys Sells/ 

-+ I 1  '.t 

% Price Change Relative to SBP 500 

4 M e k  ___ -1.63 

6.39 

YTD -2.89 
12Wek I_ 

........................................ _ ....... .. " ~ ......... 

Dividend Information 

Diudffld Meld 4 02% 

Annual Diudend $1 68 

Payout Ratto 0 56 

Chanp in Payout Ratio -006 

Last Eindend Payout1 Amount o4mwou I so 42 
- - - - -_I - - - 
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EPS INFORMATION 
Sub 

-o,05 Current (l=SIrcng Buy. 5=StrongSell) 3.14 

30 Cays Ago .. ....................... 3.14 2.50 _ ......................................... 
C!!!!!! Q~~~~rEpsc~~.~~sus.Estima!e. ................. ._ .......... 
Current Year EPS Consensus Estimate 

Estimated Lorg-Term EPS Qowth Rate 5.30 60 Cays Ago ........................... 3.00 .............. ~ 

........... ...... ..... ._ 
90 Cays Ago 3.00 Nexl EPS R~port Date 0810T2013 

FUNDAMENTAL RATIOS 

........... ......... 

PIE 

Current FY Estimate 1 6.72 

Trailing 12 Months 14.56 

PEG Ratio 3.18 

......... ................. " 

._ ................ .- ..... _. ............ ............ 

........................................ .................. 

Price Ratios 

Pncelsook - - 1 57 

PncelCash Fly 9 11 

Pnce I Sales 0 89 
- ~ - I _ _  

Current Ratio 

0331 I 3  114 

1231 -1 2 104 

0930-12 1.10 

Net Margin 

0331-13 6.50 

1231-12 6.00 

09-33-12 5.82 

Inventory Turnover 

0331 -1 3 7.19 

!?3!"? 7.00 

0930-12 6.89 

............... ................. ..... 

................................... ...................................... 

.................. .." 

................... _ ....... . ................................. ...... 

................................................................ 

.............................................................. 

~- 

EPS Growth 

vs. PreviousYear 10.76% 

vs. Previous Quarter 53.51% 
................................................................................ 

............................................................................................. 

ROE 

03-31-13 11.37 ........................... .......... 
12-31-12 10.84 .............................................................. 
09-3012 10.95 

Quick Ratio 

03-31-13 0.90 

12-31-1 2 0.73 

09-3012 0.69 

....................................................... 

................... ...................................................................... -. ... 

Pre-Tax Margin 

03-31-13 10.36 

12-31-12 9.87 

09-3012 9 67 

Debt-to-Equity 

03-31-13 0 40 

12-31-12 0 42 

09-3012 0 46 

Sales Growth 

vs. Previous Year 6.19% 

vs. Previous Quarter 29 80% 

ROA 

0331-13 3.57 

1231-12 3.39 
................. ................... ............................... 

.......................................... ........................................ 
093012 3.42 

Operating Margin 

0331-13 6 10 

585 12-31-12 

0930-12 573 
~~ 

Book Value 

0331 -1 3 26 59 

1231-12 25 24 

0930-12 24 62 

Debt to  Capital 

0331 -1 3 28 35 

123142 29 38 

0930-12 31 23 
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Treasury Security Yield Curve 

Selected Yields 

TAX-EXErMPT 
Bond Buyer Indexes 

3Months Year 
Recent Ago Ago 

(6/05/13) (3/06/13) (6/06/12) 

3Monfhs Year 
4 0  Recent Ago 

(6/05/13) (3/06/13) (6/06/12) 

TAXABLE 
Market Rates 
Discount Rate 0.75 

Prime Rate 3.25 

3-month LIBOR 0.27 
Bank CDs 
6-month 0.08 

5-year 0.64 
US. Treasury Securities 
3-month 0.05 
6-month 0.07 

Federal Funds 0.00-0.25 

30-day CP (Al/Pl) 0.1 7 

1 -year 0.1 0 

1 -year 0.1 3 
5-year 1.02 
1 0-year 2.08 
10-year (inflation-protected) -0.1 0 
30-year 3.24 
30-year Zero 3.49 

0.75 
0.00-0.25 

3.25 
0.20 
0.28 

0.10 
0.1 3 
0.70 

0.09 
0.1 1 
0.1 5 
0.81 
1.95 

-0.64 
3.16 
3.42 

0.75 

3.25 
0.30 
0.47 

0.21 
0.32 
1.11 

0.08 
0.1 3 
0.1 7 
0.73 
1.66 

2.74 
2.95 

0.00-0.25 

-0.52 

Mortgage-Backed Securities 
GNMA 5.5% 
FHLMC 5.5% (Gold) 
FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial BBB 
Financial Adjustable A 

6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 

Mas. Ycars 

- Year-Ago 

10 30 

20-Bond Index (COS) 
25-Bond Index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25/30-year Aaa 
25130-year A 
ReveMle Bonds (Revs) (25/3@Year) 
Education AA 
Electric AA 
Housing AA 
HosDital AA 

2.31 
2.68 
2.27 
2.1 3 

3.27 
4.26 
4.1 9 
4.60 

2.05 
1.51 
0.85 
2.01 

5.55 
5.06 
5.53 

3.84 
4.39 

0.1 6 
0.88 
1.01 
1.94 
2.21 
3.21 
3.36 
5.1 1 

4.38 
4.53 
4.87 
4.62 

I Toll 'Road Aaa 4.56 

Source: Bloomberg Finance L.€? 

Federal Reserve Data 

1.77 
2.25 
1.88 
2.1 2 

3.03 
4.08 
4.07 
4.42 

1.85 
1.46 
0.65 
1.96 

5.40 
5.93 
5.53 

3.74 
4.29 

0.1 9 
0.78 
0.80 
1.78 
2.01 
2.89 
3.13 
4.82 

4.21 
4.34 
4.64 
4.45 
4.37 

1.37 
2.1 6 
1.97 
2.29 

3.40 
4.05 
3.98 
4.38 

1.81 
1.34 
0.85 
1.66 

5.30 
6.52 
5.53 

3.77 
4.73 

0.21 
0.93 
0.78 
1.74 
1.95 
2.98 
3.47 
4.81 

4.32 
4.63 
4.69 
4.54 
4.38 

Excess Reserves 
Borrowed Reserves 
Net Free/Borrowed Reserves 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average levels Over the last... 
5/29/13 511 5/13 Change 12 Wks. 26 Wks. 52 Wks. 
1897054 182331 8 73736 1762549 1632938 1544745 

41 0 422 -1 2 403 547 1866 
1896644 1822896 73748 17621 46 1632390 1 542879 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann'l Growth Rates Over the last ... 
5/20/13 511 311 3 Change 3 Mos. 6 Mos. 12 Mos. 

MI (Curreticy+demand deposits) 2533.8 2540.0 -6.2 8.0% 10.1% 12.0% 
M2 (M1 +savings+small time deposits) 10541.5 10553.4 -11.9 4.6% 5.2% 6.7% 

Source: United Stares Fedeinl Reserve Bank 

resolo. stored or transmined in any pnnted. eleclronic or otner lorm. or used for generating or marketing any prlnled or electronic puolication. sefvice or product. 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(5/29/13) (2/27/13) (5/30/12) 

3Months Year 
Ago Recent Ago 

15/29/13) (2/27/13) (5/30/12) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 2.25 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 2.57 
Prime Rate 
30-day CP (Al/Pl) 
3-month LIBOR 
Bank CDs 
6-month 
1 -year 
5-year 
U.S. Treasury Securities 
3-month 
6-mon th 
1 -year 
5-year 
1 0-year 
lo-year (inflation-protected) 
30-year 
30-year Zero 

3.25 3.25 
0.1 6 0.21 
0.28 0.29 

0.08 0.1 0 
0.1 0 0.1 3 
0.64 0.70 

0.03 0.1 0 
0.07 0.1 3 
0.1 3 0.1 5 
1.04 0.76 
2.1 4 1.88 

-0.1 4 -0.63 
3.28 3.08 
3.51 3.37 

3.25 
0.3 1 
0.47 

0.21 
0.33 
1.1 2 

0.07 
0.1 3 
0.1 7 
0.69 
1.62 

2.71 
2.93 

-0.48 

6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 
3 

Treasury Security Yield Curve 
- -  

I .  

6 
I - Year-Ago 

2 3 5  10 30 
Mus. Years 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) BadBBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
lapan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial BBB 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 
25-Bond Index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25130-year Aaa 
25/30-year A 
Revenue Bonds (Revs) (25/3O-Year) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Source: Bloornberg Finance L.P 

Federal Reserve Data 

2.19 
2.1 2 

3.27 
4.28 
4.1 9 
4.51 

2.07 
1.53 
0.93 
2.00 

5.74 
6.34 
5.53 

3.70 
4.30 

0.1 7 
0.82 
0.91 
1.84 
2.1 1 
3.11 
3.28 
5.03 

4.29 
4.46 
4.78 
4.55 
4.51 

1.59 
2.22 
1.83 
2.23 

2.99 
4.03 
4.03 
4.40 

1.87 
1.45 
0.67 
1.96 

5.37 
5.92 
5.53 

3.74 
4.30 

0.1 6 
0.74 
0.87 
1.79 
2.04 
2.90 
3.13 
4.83 

4.21 
4.34 
4.64 
4.47 
4.37 

1.32 
2.1 5 
1.97 
2.32 

3.28 
3.98 
3.91 
4.39 

1.80 
1.27 
0.85 
1.65 

5.32 
6.51 
5.53 

3.81 
4.76 

0.21 
0.92 
0.80 
1.74 
2.00 
3.03 
3.51 
4.83 

4.35 
4.66 
4.72 
4.56 
4.42 

Excess Reserves 
Borrowed Reserves 
Net Free/Borrowed Reserves 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent Levels Average levels Over the last. .. 
5/15/13 5/1/13 Change 12 Wks. 26 Wks. 52 Wks. 
182331 7 1751 983 71 334 172231 8 1 600204 152821 4 

422 407 15 41 2 599 2090 
1822895 1751 576 71319 1 721 907 1599605 15261 24 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally A4usted) 

Recent Levels Ann'l Growth Rates Over the Last... 
511 311 3 51611 3 Change 3 Mos. 6 Mos. 12 Mos. 

M1 (Currency+demand deposits) 2540.1 2540.3 -0.2 8.6% 10.2% 12.4% 
M2 (M1 +savings+small time deposits) 10553.4 10540.7 12.7 4.1% 5.2% 7.0% 

Source: United States Fedeinl Reserve Bank 

0 2013 Value Line Publishing LLC. Al rights r e s w  Factual matenal IS obtiuned lrom swrces b e l ~ ~ e o  10 be re1 able and prmded whom wananbes 01 any ktnd. THE PUBUSHER 
IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. Th~s publicdlm IS stnctly IC+ subscriber's own, nonzwnmeroal, internal use. No parl of 1 may w reproduced. 
resold, stored or transmnea In any pnnted. electronic or Other form, or used tor generating or marketing any prlnted or electronic puolcalion, service or product 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(5/22/13) (2/20/13) (5/23/12) 

3Months Year 
Ago Recent Ago 

(5/22/13) (2/20/13) 6/23/12) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 2.19 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 2.36 
Prime Rate 
30-day CP (Al/Pl) 
3-month LIBOR 
Bank CDs 
6-month 
1 -year 
5-year 
U.S. Treasury Securities 
3-month 
6-month 
1 -year 
5-year 
1 0-year 
10-year (inflation-protected) 
30-year 
30-year Zero 

3.25 3.25 3.25 
0.1 7 0.20 0.31 
0.27 0.29 0.47 

0.09 0.10 0.21 
0.1 1 0.13 0.33 
0.64 0.70 1.12 

0.03 0.1 2 0.08 
0.07 0.13 0.1 4 
0.1 0 0.1 5 0.1 9 
0.89 0.84 0.73 
2.02 1.99 1.74 

-0.26 -0.68 -0.45 
3.19 3.1 8 2.82 
3.47 3.47 3.03 

6 .OO% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 
3 

Treasury Security Yield Curve 

Mos. Years 

- Year-Ago 

10 30 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) BadBBB 
Foreign Bonds (10-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial BBB 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (GOs) 
25-Bond Index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25/30-year Aaa 
25/30-year A 
Rwenw Bonds (Revs) (25/3&Year) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Sourre: Bloomberg Finuncc L.P 

1.99 
2.12 

3.04 
4.20 
4.1 2 
4.52 

1.97 
1.43 
0.89 
1.90 

5.59 
6.22 
5.52 

3.61 
4.25 

0.1 6 
0.81 
0.86 
1.79 
2.05 
3.05 
3.24 
4.99 

4.28 
4.42 
4.74 
4.56 
4.41 

1.60 
2.32 
2.01 
2.23 

3.08 
4.1 2 
4.1 2 
4.45 

2.02 
1.65 
0.75 
2.1 9 

5.51 
5.91 
5.52 

3.72 
4.30 

0.1 9 
0.79 
0.85 
1.85 
2.00 
2.93 
3.1 5 
4.86 

4.22 
4.35 
4.65 
4.47 
4.37 

1.14 
2.19 
1.99 
2.32 

3.39 
4.03 
3.98 
4.50 

1.88 
1.38 
0.87 
1.77 

5.32 
6.50 
5.52 

3.75 
4.75 

0.21 
0.91 
0.80 
1.75 
1.97 
3.03 
3.51 
4.83 

4.35 
4.65 
4.75 
4.56 
4.42 

Federal Reserve Data 
BANK RESERVES 

(Two- Week Period; in Millions, Nor Seasonally Adjusted) 
Recent levels Average levels Over the last. .. 

5/15/13 5/1/13 Change 12 Wks. 26 Wks. 52 Wks. 
Excess Reserves 182331 9 1751 984 71 335 1 72231 9 1600204 152821 4 
Borrowed Reserves 422 407 15 41 2 599 2090 
Net FreeIBorrowed Reserves 1822897 1751 577 71 320 1721 907 1599605 15261 24 

M O N E Y  SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent levels Ann'l Growth Rates Over the last ... 
51611 3 412911 3 Change 3 Mos. 6 Mos. 12 Mos. 

M1 (Currency+dernand deposits) 2540.2 2523.1 17.1 9.8% 9.5% 12.7% 
M2 (M1 +savings+srnall time deposits) 10540.2 10535.0 5.2 4.2% 4.4% 6.9% 

Source: United States Fedetnl Reserve Bunk 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(5/15/13) (2/13/13) (5/16/12) 

3Months Year 
Recent Ago Ago 

(5/15/13) (2/13/13) (5/16/12) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 CNMA 5.5% 2.08 

Prime Rate 3.25 3.25 3.25 
30-day CP (Al/Pl) 0.1 9 0.21 0.3 1 
3-month LIBOR 0.27 0.29 0.47 
Bank CDs 

Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 2.22 

6-month 0.09 0.1 0 0.22 

5-year 0.64 0.70 1.12 

3-month 0.03 0.09 0.09 
6- non nth 0.07 0.1 2 0.1 4 
1 -year 0.1 0 0.1 5 0.1 8 

1 -year 0.11 0.1 3 0.33 

U.S. Treasury Securities 

5-year 0.80 0.89 0.74 
1 0-year 1.90 2.04 1.76 

30-year 3.12 3.22 2.90 
30-year Zero 3.41 3.48 3.1 3 

10-year (inflation-protected) -0.40 -0.68 -0.38 

Treasury Security Yield Curve 
6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 

os. Years 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial BBB 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 
25-Bond Index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25/30-year Aaa 
25/30-year A 
Revenue Bonds (Revs) (25/3@Year) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Source: Bloomberg Finance L.P 

Federal Reserve Data 

1.87 
2.1 2 

2.96 
4.1 3 
4.07 
4.42 

1.92 
1.38 
0.86 
1.92 

5.47 
6.22 
5.51 

3.67 
4.22 

0.1 7 
0.82 
0.85 
1.78 
1.99 
2.99 
3.1 9 
4.94 

4.24 
4.37 
4.69 
4.54 
4.39 

1 .85 
2.16 
1.90 
2.23 

3.23 
4.1 8 
4.1 5 
4.50 

2.04 
1.67 
0.75 
2.21 

5.50 
5.92 
5.51 

3.68 
4.29 

0.20 
0.78 
0.83 
1.83 
1.99 
2.90 
3.1 2 
4.83 

4.21 
4.31 
4.68 
4.43 
4.36 

1.13 
2.09 
1.87 
2.32 

3.36 
4.05 
4.00 
4.48 

1.92 
1.47 
0.83 
1.88 

5.31 
6.69 
5.52 

3.71 
4.73 

0.21 
0.95 
0.78 
1.78 
1.92 
3.06 
3.50 
4.95 

4.30 
4.60 
4.70 
4.56 
4.42 

Excess Reserves 
Borrowed Reserves 
Net Free/Borrowed Reserves 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent levels 
511113 411 711 3 Change 

1751 987 1793542 -41 555 
407 397 10 

1751 580 17931 45 -41 565 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent levels 

412911 3 412211 3 Change 
M1 (Currency+dernand deposits) 2523.1 2508.5 14.6 
M2 (M1 +savings+srnall time deposits) 10535.0 10501.4 33.6 
Source: United States Fedeinl Reserve Bank 

Average levels Over the last. .. 
12 Wks. 26 Wks. 52 Wks. 
1687300 1571604 1514671 

428 666 2320 
1686872 1570938 1512351 

Ann’l Growth Rates Over the last... 

3 Mos. 6 Mos. 12 Mos. 
10.1% 8.4% 12.0% 
4.4% 4.8% 6.9% 

82013 Value bne Publishing LLC Au rights reserved. Factual m a t e d  IS oblained lrom swrc8s be 
IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly 
resold, stored or rransrnirted in any printed. electronic or other form. or used lor generating or marketing any pr nted or electrons publication. service or product. 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(5/08/13) (2/06/13) 6/09/12) 

3Months Year 
Ago Recent Ago 

6/08/13) (2/06/13) (5/09/12) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 GNMA 5.5% 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Gold) 
Prime Rate 
30-day CP (AlIP1) 
3-month LlBOR 
Bank CDs 
6-month 
1 -year 
5-year 
U.S. Treasury Securities 
3-month 
6-month 
1 -year 
5-year 
1 0-year 
1 0-year (inflation-protected) 
30-year 
30-year Zero 

3.25 
0.1 9 
0.28 

0.09 
0.1 1 
0.64 

0.04 
0.07 
0.1 0 
0.73 
1.79 

-0.52 
2.96 
3.25 

3.25 
0.21 
0.29 

0.1 0 
0.1 3 
0.70 

0.07 
0.1 1 
0.1 5 
0.85 
1.98 

-0.72 
3.18 
3.42 

3.25 
0.32 
0.47 

0.22 
0.33 
1.13 

0.09 
0.14 
0.1 7 
0.76 
1.82 

-0.34 
3.03 
3.27 

6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 

Treasury Security Yield Curve 

! 

i 
I 

i 
& 
6 
I 2 3  

Mus. Years 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) Baa/BBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial BBB 
Financial Adjustable A 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond index (COS) 
25-Bond index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25130-year Aaa 
25130-year A 

Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Rewnw Bonds (Rem) (25/3@Year) 

Souze: Bloomberg Finance L.l? 

Federal Reserve Data 

2.04 
2.1 3 
1.86 
2.1 2 

2.83 
3.96 
3.94 
4.29 

1 .81 
1.27 
0.60 
1.77 

5.46 
6.20 
5.51 

3.77 
4.1 9 

0.1 6 
0.79 
0.81 
1.73 
1.93 
2.92 
3.1 2 
4.86 

4.21 
4.34 
4.67 
4.48 
4.35 

1 .83 
2.06 
1 .83 
2.23 

3.1 8 
4.14 
4.09 
4.45 

2.00 
1.63 
0.78 
2.1 0 

5.48 
5.90 
5.51 

3.67 
4.29 

0.22 
0.82 
0.85 
1 .85 
2.02 
2.92 
3.14 
4.85 

4.22 
4.33 
4.68 
4.45 
4.39 

1.09 
2.08 
1.86 
2.39 

3.34 
4.14 
4.07 
4.54 

1.98 
1.52 
0.85 
1.90 

5.31 
6.1 8 
5.51 

3.81 
4.77 

0.1 8 
0.98 
0.83 
1 .a4 
1.96 
3.1 1 
3.56 
5.03 

4.28 
4.60 
4.77 
4.58 
4.42 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent levels 
5/1/13 4/17/13 Change 

Borrowed Reserves 407 397 10 
Excess Reserves 1751 987 1793542 -41 555 

Net FreelBorrowed Reserves 1751580 1793145 -41565 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent levels 
412211 3 411 511 3 Change 

M1 (Currency+demand deposits) 2508.5 2486.9 21.6 
M2 (M1 +savings+small time deposits) 10501 .O 10550.6 -49.6 

Source: United States Fedeial Reserve Bunk 

Average levels Over the last ... 
12 Wks. 26 Wks. 52 Wks. 
1687300 1571604 1514671 

428 666 2320 
1686872 1570938 1512351 

Ann'l Growth Rates Over the last ... 
3 Mos. 6 Mos. 12 Mos. 

3.4% 5.2% 7.0% 
9.5% 8.7% 11.6% 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(5/01/13) (1/30/13) (5/02/12) 

3Months Year 
Recent 470 Ago 

(5/01/13) (1/30/13) (5/02/12) 

TAXABLE 
Market Rates 
Discount Rate 0.75 

Prime Rate 3.25 
30-day CP (Al/Pl) 0.1 9 
3-month LIBOR 0.27 
Bank CDs 
6-month 0.09 
1 -year 0.1 1 
5-year 0.64 
U.S. Treasury Securities 
3-month 0.05 
6-month 0.08 
1 -year 0.1 1 
5-year 0.66 
1 0-year 1.65 
1 &year (inflation-protected) -0.67 
30-year 2.86 
30-year Zero 3.08 

Federal funds 0.00-0.25 
0.75 

0.00-0.25 
3.25 
0.22 
0.30 

0.10 
0.1 3 
0.70 

0.06 
0.1 1 
0.13 
0.86 
1.97 

-0.68 
3.16 
3.43 

0.75 
0.00-0.25 

3.25 
0.3 1 
0.47 

0.22 
0.33 
1.13 

0.08 
0.14 
0.1 8 
0.82 
1.93 

-0.35 
3.1 2 
3.36 

Mortgage-Backed Securities 

FHLMC 5.5% (Gold) 

FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25130-year) A 
Utility (25130-year) BadBBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 

United Kingdom 
Preferred Stocks 
Utility A 
Financial BBB 
Financial Adjustable A 

GNMA 5.5% 

FNMA 5.5% 

Japan 

6.00% 

5.00% 

4.00% 

3.00% 

2.0 0% 

1 .OO% 

0.00% 

Treasury Security Yield Curve 

- Year-Ago 

10 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond index (COS) 
25-Bond Index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25/30-year Aaa 
25130-year A 
Revenue Bonds (Revs) (25/3O-Year) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Source: Bloomberg Finance L.R 

Federal Reserve Data 

1.99 
2.1 9 
1.85 
2.12 

2.70 
3.80 
3.78 
4.1 5 

1.68 
1.20 
0.59 
1.65 

5.53 
6.20 
5.50 

3.90 
4.29 

0.1 6 
0.77 
0.78 
1.71 
1.91 
2.91 
3.10 
4.85 

4.20 
4.33 
4.63 
4.45 
4.31 

1.86 
2.1 2 
1.91 
2.1 6 

3.22 
4.1 2 
4.10 
4.45 

2.00 
1.71 
0.77 
2.1 1 

5.40 
5.89 
5.50 

3.54 
4.24 

0.21 
0.79 
0.81 
1.80 
1.95 
2.87 
3.1 1 
4.81 

4.21 
4.32 
4.62 
4.42 
4.38 

1.10 
2.07 
1.87 
2.32 

3.43 
4.22 
4.1 5 
4.63 

2.02 
1.61 
0.89 
2.05 

5.42 
6.19 
5.50 

3.86 
4.78 

0.20 
1.03 
0.86 
1.87 
2.02 
3.17 
3.62 
5.08 

4.38 
4.69 
4.86 
4.60 
4.44 

Excess Reserves 
Borrowed Reserves 
Net Free/Borrowed Reserves 

BANK RESERVES 
(Two- Week Period; in Millions, Not Seasonally Adjusted) 

Recent levels 
411 711 3 41311 3 Change 
1793541 1726553 66988 

397 391 6 
1793144 1726162 66982 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent levels 
411 511 3 4/8/13 Change 

M1 (Currency+demand deposits) 2481 .O 2457.9 23.1 
M2 (M1 +savings+small time deposits) 10536.3 10491.9 44.4 

Source: United States Fedeinl Reserve Bank 

Average levels Over the last... 
12 Wks. 26 Wks. 52 Wks. 
1654429 15481 56 1505709 

45 1 746 2565 
1 653978 154741 0 15031 44 

Ann’l Growth Rates Over the last ... 
3 Mos. 6 Mos. 12 Mos. 

6.4% 7.7% 10.8% 
3.0% 6.3% 7.2% 
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Selected Yields 

3Months Year 
Recent Ago Ago 

(4/24/13) (1/23/13) (4/25/12) 

3Monfhs Year 
Recent Ago Ago 

(4/24/13) (1/23/13) (4/25/12) 
~~ 

TAXABLE 
Market Rates 
Discount Rate 0.75 

Prime Rate 3.25 
30-day CP (Al/Pl) 0.20 
3-month LlBOR 0.28 
Bank CDs 
6-month 0.09 
1 -year 0.1 1 

Federal Funds 0.00-0.25 

5-year 0.64 
U.S. Treasury Securities 
3-month 0.05 
6-month 0.08 
1 -year 0.11 
5-year 0.72 
1 0-year 1.72 
10-year (inflation-protected) -0.68 
30-year 2.91 
30-year Zero 3.1 5 

0.75 

3.25 
0.23 
0.30 

0.00-0.25 

0.1 0 
0.13 
0.70 

0.07 
0.1 0 
0.1 3 
0.74 
1 .a1 

-0.75 
3.01 
3.26 

0.75 

3.25 
0.36 
0.47 

0.00-0.25 

0.22 
0.33 
1.13 

0.09 
0.1 4 
0.1 7 
0.84 
1.98 

-0.28 
3.15 
3.39 

Treasury Security Yield Curve 

3 6 1 2 3 5  10 30 
Mos. Years I I 

Excess Reserves 
Borrowed Reserves 
Net FreeIBorrowed Reserves 

Mortgage-Backed Securities 
CNMA 5.5% 
FHLMC 5.5% (Cold) 

FNMA ARM 
Corporate Bonds 
Financial (10-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) BadBBB 
Foreign Bonds (1 0-Year) 
Canada 
Germany 
Japan 
United Kingdom 
Preferred Stocks 
Utility A 
Financial BBB 
Financial Adjustable A 

FNMA 5.5% 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (COS) 
25-Bond Index (Revs) 
General Obligation Bonds &Os) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
10-year A 
25/30-year Aaa 
2 5/3 0- year A 
Revenue Bonds (Rem) (25/30-Year) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Source: Bloomberg Finance L.l? 

2.06 
2.24 
1.90 
2.1 5 

2.78 
3.88 
3.85 
4.1 8 

1.72 
1.24 
0.59 
1.69 

5.41 
6.1 9 
5.50 

1.80 1.12 
2.06 2.1 0 
1.76 1.89 
2.1 6 2.36 

3.07 3.52 
3.97 4.27 
3.94 4.1 7 
4.32 4.65 

1.88 2.1 1 
1.54 1.74 
0.74 0.92 
1.99 2.14 

5.40 5.67 
5.88 6.14 
5.50 5.50 

3.89 3.53 3.90 
4.28 4.22 4.81 

0.1 8 
0.77 
0.78 
1.71 
1.92 
2.92 
3.1 3 
4.87 

0.1 7 
0.75 
0.78 
1.73 
1 .88 
2.82 
3.09 
4.77 

0.1 8 
1.02 
0.87 
1.86 
2.02 
3.1 7 
3.63 
5.08 

4.22 4.22 4.40 
4.35 4.32 4.64 
4.65 4.62 4.82 
4.49 4.41 4.60 
4.36 4.35 4.44 

Federal Reserve Data 
BANK RESERVES 

(Two-Week Period; in Millions, Not Seasonally Adjusted) 
Recent Levels Average Levels Over the l a  st... 

411 711 3 41311 3 Change 12 Wks. 26 Wks. 52 Wks. 
1793540 1726553 66987 1654429 15481 56 1505709 

397 391 6 45 1 746 2565 
17931 43 17261 62 6698 1 1653978 1547410 1503144 

MONEY SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann’l Growth Rates Over the last... 
4/8/13 4/1/13 Change 3 Mos. 6 Mos. 12 Mos. 

M2 (M1 +savings+smalI time deposits) 10491 .O 1051 7.3 -26.3 0.2% 5.6% 6.9% 

Source: United States Fedeml Reserve Bank 

M1 (Currency+dernand deposits) 2457.7 2452.8 4.8 3.8% 7.1% 10.3% 

resold. stored 01 transmined in any pnnted, electronic or other form. or used tor generating or marketing any printed or electronic pUblicatiM. sew ce or product. 
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Selected Yields 

3Monfhs Year 
Recent Ago 4 0  

(4/17/13) (1/16/13) (4/18/12) 

3Months Year 
Recent Ago Ago 

(4/17/13) (1/16/13) (4/18/12) 

TAXABLE 
Market Rates Mortgage-Backed Securities 
Discount Rate 0.75 0.75 0.75 CNMA 5.5% 2.1 4 
Federal Funds 0.00-0.25 0.00-0.25 0.00-0.25 FHLMC 5.5% (Cold) 2.23 
Prime Rate 3.25 3.25 3.25 
30day CP (Al/Pl) 0.20 0.23 0.32 
3-month LlBOR 0.28 0.30 0.47 
Bank CDs 
6-month 0.09 0.1 0 0.22 
1 -year 0.11 0.1 3 0.33 
5-year 0.64 0.70 1.14 
U.S. Treasury Securities 
3-month 0.05 0.07 0.07 

1 -year 0.1 1 0.14 0.1 6 
5-year 0.70 0.76 0.84 
1 0-year 1.71 1.85 1.98 
lo-year (inflation-protected) -0.67 -0.73 -0.29 
30-year 2.90 3.05 3.13 
30-year Zero 3.1 3 3.25 3.36 

6-month 0.09 0.10 0.1 2 

Treasury Security Yield Curve 
6.00% 

5.00% 

4.00% 

3.00% 

2.00% 

1 .OO% 

0.00% 

- -  

= I  

IUS. 

- Year-Ago 

10 30 

FNMA 5.5% 
FNMA ARM 
Corporate Bonds 
Financial (1 0-year) A 
Industrial (25/30-year) A 
Utility (25/30-year) A 
Utility (25/30-year) BadBBB 
Foreign Bonds (10-Year) 
Canada 
Germany 

United Kingdom 
Preferred Stocks 
Utility A 
Financial BBB 
Financial Adjustable A 

Japan 

TAX-EXEMPT 
Bond Buyer Indexes 
20-Bond Index (GO9 
25-Bond Index (Revs) 
General Obligation Bonds (COS) 
1 -year Aaa 
1 -year A 
5-year Aaa 
5-year A 
1 0-year Aaa 
1 0-year A 
25130-year Aaa 
25130-year A 
Revenue Bmds (Ras) (25f3OYear) 
Education AA 
Electric AA 
Housing AA 
Hospital AA 
Toll Road Aaa 

Source: Bloomberg Finance L X  

1.93 
2.1 5 

2.79 
3.86 
3.84 
4.1 9 

1.71 
1.23 
0.60 
1.68 

5.38 
6.1 8 
5.49 

3.93 
4.30 

0.1 7 
0.76 
0.80 
1.74 
1.95 
2.94 
3.1 3 
4.88 

4.24 
4.37 
4.67 
4.47 
4.39 

1.77 
1.98 
1.75 
2.23 

3.05 
3.96 
3.96 
4.31 

1.89 
1.57 
0.76 
2.00 

5.48 
5.91 
5.49 

3.60 
4.26 

0.1 9 
0.75 
0.80 
1.76 
1.89 
2.84 
3.11 
4.79 

4.22 
4.32 
4.63 
4.43 
4.35 

1 .OB 
2.14 
1.94 
2.36 

3.48 
4.21 
4.1 5 
4.62 

2.04 
1.72 
0.94 
2.1 3 

5.34 
6.44 
5.49 

3.97 
4.85 

0.21 
1.01 
0.93 
1.91 
2.1 1 
3.23 
3.66 
5.1 0 

4.45 
4.67 
4.87 
4.60 
4.44 

Federal Reserve Data 
BANK RESERVES 

(Two- Week Period; in Millions, Not Seasonally Adjusted) 
Recent Levels Average Levels Over the Last... 

4/3/13 3/20/13 Change 12 Wks. 26 Wks. 52 Wks. 
Excess Reserves 1726553 1697294 29259 1607277 151 7991 1494429 
Borrowed Reserves 391 392 -1 479 836 281 2 
Net Free/Borrowed Reserves 17261 62 1696902 29260 1606799 151 71 55 1491 61 7 

M O N E Y  SUPPLY 
(One- Week Period; in Billions, Seasonally Adjusted) 

Recent Levels Ann’l Growth Rates Over the Last... 
4/1/13 3/25/13 Change 3 Mos. 6 Mos. 12 Mos. 

MI (Currency+demand deposits) 2453.0 2443.5 9.5 2.2% 7.1% 10.3% 
M2 (M1 +savings+small time deposits) 10518.2 10450.4 67.8 1.6% 5.9% 7.1 % 

Source: United States Fedend Reserve Bank 
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